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A Practical Schedule 


for an Income Tax 


How income 
may best be 
defined for 
income tax 
purposes 


By 
IRVING 
FISHER, LL. D.* 





Nation-Wide News Service 


N Econometrica for January 1937, appeared a 
n monograph by the present writer on “Income 

in Theory and Income Taxation in Practice.” 
Its chief purposes were to demonstrate mathemat- 
ically the fallacies in the existing system of income 
taxation, especially as to the capital-gain taxes, and 
to work out a mathematical formula for an income 
tax as nearly ideal as practice will permit. The re- 
sulting schedule seems (at least to its author) far 
more just and less easily abused than any of the 
schedules now in use, even in England, where in- 
come taxation is undoubtedly better managed than 
in America. 

In the present article, this schedule is set forth 
more briefly and without mathematics, but with 
added comments of a practical nature. Certain pas- 
sages from the original monograph, however, are 
repeated with the permission of Econometrica. 

The subject of the present article does not include 
the question whether an income tax should be pro- 
gressive, nor the question as to what place an in- 
come tax should occupy in a complete scheme of 
taxation; it covers only the one question: how “in- 
come” may best be defined for income tax purposes, 
or, in other words, what is the best tax base. 

That something is wrong with our present income 
tax has long been apparent. Almost every taxpayer 
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who fills out an income-tax schedule, especially if it 
involves capital gains or losses, will find, if he re- 
flects upon it, that what he is called upon to report 
as his “income” and what, according to his own 
common sense, he really regards as his income, are 
far apart. 

Professor Magill, now Under Secretary of the 
Treasury, is the author of an exhaustive treatise on 
“Taxable Income”; and, in a foreword to that 
treatise, his colleague, Professor Haig, says: 
“Viewed from the vantage point of the present, the 
federal income tax law of 1913 seems an incredibly 
naive document. Today it seems astonishing that 
so many fundamental issues should have been so 
slightly considered or so blithely ignored. The law 
contained no precise and comprehensive description 
of the tax base.” 

We need not be surprised, therefore, when Pro- 
fessor Magill tells us how vast has been the extent 
of the litigation which has followed this crude law: 
“Federal tax decisions alone fill 15 large volumes 
of American Federal Tax Reports; and the Board of 
Tax Appeals reports run to 33 additional volumes. 
New decisions are appearing at the annual rate of 
about 1,500 from the Board of Tax Appeals, and 
1,000 from the federal courts.” 


Controversies Over the Income Concept 


NCOME is, I believe, the most fundamental 

concept in economic science. Capital is signif- 
icant only because it produces income, and the value 
of any capital is dependent on the income it pro- 
duces. Yet the proper formulation of the income 
concept is still a subject of controversy. In my 
Nature of Capital and Income numerous unsatisfac- 
tory definitions are collected. Kleinwachter con- 
cluded from his own studies that it was impossible 
to define income satisfactorily, and many writers 
since have echoed that opinion. In 1897 I was com- 
pelled to amend an income concept constructed by 
me in 1894 and later found inadequate. 

Since that time, nothing has arisen that seems to 
justify any further amendment of the concept. 
Though sometimes attacked, it seems to have met 
every test and to have made considerable progress 
in the direction of general acceptance by students. 
Congress, however, scarcely considered it when the 
income tax was adopted. 
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According to the present writer’s views, capital 
consists of a stock of articles of wealth existing at 
a given point of time, as exemplified by the items 
in the capital account or balance sheet of a corpora- 
tion, showing its condition at the close of business 
on a given date. Income consists of the flow of 
services rendered through a given period of time, as 
exemplified by the items in the corporate income 
account. 


Contrasts Between Capital and Income 


OTH capital and income may be measured in 

kind, or they may be measured in value; that 
is, in dollars. The value of any item of capital is 
the discounted value of the services, i. e., the income 
expected to flow from that item of capital. Another 
term for discounting is “capitalizing,” so that, as 
valued in money, capital is capitalized income. 


Capital and income are, therefore, doubly con- 
trasted concepts. First they are contrasted as to 
time; capital being a stock and existing at a point 
of time, and income being a flow and occurring 
through a period of time. Secondly, they are con- 
trasted as to kind; capital consisting of tangible 
objects, or of property rights in such objects, and 
income consisting of intangible desirable events 
occurring by means of those objects or property 
rights. 

Events are necessarily transitory. Therefore, 
there can never be such a thing as a stock of income. 
A stock of events is simply impossible. For instance, 
wages, salaries, dividends, rents and all other items 
of money income are never stocks of money. They 
are payments of money; and payments are events in 
time. Likewise “real” income, such as shelter, takes 
place in time. There certainly can be no such thing 
as a stock of shelter. 


Capital and Income—Positive and Negative 


TEMS of capital and income may be either posi- 
tive or negative. A positive item of capital is 

an asset; a negative, a liability. A positive item of 
income is a service; a negative, a disservice. In the 
case of income items consisting of money payments, 


a positive item is a receipt; and a negative item, a 
disbursement. 


We must never lose sight of the negative items, 
whether we are considering capital or income. 
‘These are important when we come to articulate 
different groups of capital or of income items. In 
capital accounting, a liability of a debtor is an asset 
of his creditor, the two aspects constituting a pair 
of items entered in two sets of books, the debtor’s 
and the creditor’s. In the same way, in income 
accounting, what to one person is an expense or 
disbursement is a receipt to another. Thus society 
as a whole, to avoid double accounting, requires 
double entry bookkeeping by which certain items 
are paired and thus cancel each other. But, for our 
present purpose, the double entry principle is still 
more important as applied to the books of one and 
the same person, almost every item being entered 
as both a debit and a credit. For instance, a divi- 
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dend received by any person is credited to one of 
his assets, say, U. S. Steel stock, and debited to 
another asset, namely, “cash.” 


Capital—Source of Income 


engl item of income (positive or negative) 
has a capital source (including human beings) 
and should be credited or debited to that source. 
This applies not only to those services consisting 
of money payments, which are the items most often 
recorded by the conventional bookkeeper, but also 
to all other services, whether recorded by the book- 
keeper or not. In really complete bookkeeping, a 
house occupied by yourself would be credited with 
the shelter which you receive from it just as truly 
as a house leased by you to another is credited with 
the rent which you receive from it. Both houses 
render you services. Complete bookkeeping would 
take account of every service rendered by every 
source. 

Income, then, consists simply of credits and 
debits such as every bookkeeper enters daily, always 
relative to some specified source or asset. If we 
would avoid confusion we should never ask whether 
an item is income absolutely but always whether 
it is income from something in particular. Thus, 
by employing this simple concept of income as serv- 
ices, including services (uses) of goods for personal 
use, we articulate the credits and debits of income 
with their sources, namely, the assets. We also 
harmonize thereby ‘the “income” of a sound science 
of economics, with the “income” of a sound art of 
accountancy. 

The income which John Smith receives from his 
portfolio of stocks and bonds consists properly of 
any money receipts which an accountant would 
credit to that portfolio, less any money disburse- 
ments which the accountant would debit thereto. 
These credits should include not only dividends and 
interest but all the receipts (such as the receipts 
from sales of securities) from that portfolio. The 
debits likewise should include all the disbursements 
relative to that portfolio, including the disburse- 
ments for purchases of more securities to go into 
that portfolio. 


Similarly, the net income which John Smith gets 
from any real estate used by him personally or 
from any real estate leased to other persons consists 
of all the receipts credited thereto (including re 
ceipts from sales), less any disbursements debited 
thereto (including disbursements for purchases). In 
particular, the net income from his dwelling is the 
shelter to be credited to it, less the disbursements 
to be debited to it, such as for repairs or better- 
ments. 

Similarly, John Smith’s wardrobe and his larder 
are assets, capital sources of income and outgo; that 
is, sources of services or uses and disservices or 
costs. 

Among the assets we must not forget “cash.” 
Cash, like a gold mine, is to be credited with what 


comes out of it and to be debited with what goes 
into it. 


—————— 
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Similarly the net income from a man’s savings- 
bank account is to be credited with what it pays 
out to him and debited with what he pays in to it. 

Besides his income from stocks, bonds, real estate, 
dwelling, wardrobe, larder, cash balance, savings- 
bank account, and other property, John Smith re- 
ceives income from himself: i. e., from his work. 


Sources of Income Classified 


LL THE above mentioned parts, when put to- 

gether, make up the whole of John Smith’s 
net income, according to the service-concept. This 
income is simply credits from all sources less debits. 
The sources include all his assets, positive and 
negative. 

These assets, or sources of income, comprise four 
groups: 

1. himself, 

2. his investments, 

3. his cash, 

4. his goods for personal use, or so-called “con- 
sumption goods.*” 

Accordingly, we may classify John Smith’s income 
under four groups, as follows: 

(1) All payments received during the year for 
work (so-called earned income) such as wages or 
salary, professional fees, commissions, and any other 
remuneration for services rendered to others for 
pay. : 

(2) All money-receipts during the year from his 
money-earning assets or investments; which may 
include stocks, bonds, mortgages, savings-bank ac- 
counts, real estate rented for money, etc., after duly 
deducting all negative items such as expenses for 
conducting a business, payments into a savings 
bank, payments for new investments, etc.—in short, 
all payments received by John Smith from his assets 
less all payments made by him for his assets. Any 
negative assets (debts) are likewise to be included, 
i.e., credited with receipts from them and debited 
with disbursements for them. 

(3) All withdrawals from (i. e., credits to) his cash 
assets or “cash on hand” (cash in pocket, or till, and 
bank balances subject to check) less all deposits 
into (i. e., debits to) said cash assets. 

(4) All real income, i. e., the uses or services ren- 
dered by his stock of goods for personal use—such 
services or uses as the shelter of his own dwelling 
house, the use or “wear” of his clothes, the use or 
consumption of his food, and all other uses, within 
the year, of goods for personal use less all the costs 
of such goods borne within the year. 

More briefly, John Smith’s income in any given 
year is made up of the following four parts: (1) 
payments for work; (2) net receipts from invest- 
ments; (3) what is taken (net) out of cash; (4) 
services (uses) rendered by his “goods for personal 
use” less all their costs paid within the year. These 
costs include the purchase price paid for such goods, 
when these are bought outright, and what is paid 
for their current use, when they are merely rented. 





* These goods cover all assets whose services do not consist of money 
Payments, but of personal uses, constituting “‘real’” income. ‘They 
comprise: house and land for personal use, house furnishings, auto- 
mobile, clothing, personal adornments, food, etc. 


A PRACTICAL SCHEDULE FOR AN INCOME TAX 381 


It is claimed that this enumeration is a workable 
expression of an individual’s income, and will give 
us the tax base we so sorely need. 


The following numerical examples apply this 
mode of reckoning to John Smith’s income. In all 


cases the figures may be supposed to represent the 
number of dollars for a specified year. 


Example 1—Simplest Numerical Example 


Net Income 
(or credits 


Credits Debits less debits) 

lL. Week ......: $10,000 _ . 
2. Investments. . S000, $15,000 ono $15,000 
Be NOAGS 5 hee Sy Sere ieee - 15,000” $15,000" 000 
SW ois sus 15,000 15,000° 000 
‘Lotal Net Income................. $15,000 


In this example John Smith’s income, in every 
sense, is $15,000. 

His money income received, or flow of payments 
during the year from his work (salary, etc.) and 
investments (dividends, interest payments, etc.) 
into cash, is $15,000; this is the sum of the bank 
deposits made during the year as recorded on the 
stub of his check book. 

His money income spent, or flow of payments 
from cash for personal uses, is also $15,000; this is 
the sum of the checks drawn for those purposes 
during the same year. 


Again his real income is also $15,000; this is the 
sum of the values of all the personal uses received 
during the same year. 


Finally, his total net income is $15,000; this is the 
net sum of all the credits and debits in the table. 

These four varieties of income always tend, in the 
long run, to be equal. But, during any particular 
year, they need not all be equal. Only the total net 
income and the real income need necessarily be equal. 
This we shall soon see. Which of the three possibly 
differing figures should be the tax base? 


Obviously, under the credit and debit concept of 
income, there can be but one answer, namely the 
final figure, that for “total net income” at the bot- 
tom of the last column. 


But such a tax base has never been used and 
some persons, accustomed to all the complications 
of present tax accounting, dissatisfied though they 
are, may perhaps be suspicious of such a proposed 
base as altogether “too simple” not to say “too 
good to be true.” 

The chief object of this paper is to show that 
this, the simplest base, is also the best. 


Total Net Income Equals Real Income 


ESIDES having the virtue of simplicity and of 

being the outcome of the simplest possible con- 
cept of income, as well as of being free of all ambigu- 
ity, it also has the virtue of always harmonizing 
with the “real” income (as recorded at the bottom of 
the first column). 

This equality of “total net income” and “real in- 
come” is necessary and unfailing no matter how 
complicated the accounts; for both figures are the 
net algebraic sum of the very same credits and 
debits. The figure for “total net income” is obtained 
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by performing the addition in one order, and the 
figure for “real income” is obtained by performing 
the addition in another order, namely by cancelling 
the two equal and opposite figures labelled “a” and 
likewise the two labelled “b.” If these four ieunes 
be crossed out, the only figure left of the credits 
and debits is that for real income at the bottom of 
the first column. That the two a’s are necessarily 
and identically equal is clear, since they are merely 
the double entry of the same event—the coming of 
money from “investments” and “work” and its going 
into “cash.” And the two b’s are likewise mere 
double entries of the same transaction. 

Probably most students of the subject would 
agree that real income should be the ultimate goal 
of accounting and of income taxation, money income 
being merely a stepping stone to real income. What 
we have just proved is that this goal can be reached 
indirectly, by obtaining and adding up the three 
balances in the last column representing, mostly, 
money payments. No direct appraisal of real income 
without reference to John Smith’s books of account, 
is practicable. But through these balances as ex- 
tracted from his books, we are, in effect, making 
John Smith appraise his own real income. 

In Example 1 the third balance in the last column 
is zero. Of course, in practice, it never is exactly 
zero; but it is usually so small that, if left out, the 
other two balances would tell the story with suf- 
ficient approximation, and these other two balances 
(being based exclusively on records of money pay- 
ments) may be calculated correctly to the last cent. 


In Example 1, the second balance is also zero. 
While, in practice, it is never exactly zero, it is 
usually negligible. 

3ut sometimes these two items are not negligible 
and, in any case, they should be specified for com- 
pleteness. 

The tax bases in actual use, however, not only 
overlook the second and third balances but tamper 
with the first one. 


It is such neglects and tamperings which are 
mostly responsible for the complexities, inaccura- 
cies, injustices, controversies, and evasions so in- 
separable from the present income tax. These errors 
will become apparent as we proceed. 


Example 2—Income from Cash 


— $10,000) Credits Debits Net 

; ork $10, - a 

2. Investments 5,000§ $15,000 000 $15,000 

3. Cash 16,000" $15,000" 1,000 

4. Personal 16,000 16,000” 000 
Total Net Income $16,000 


In this example, John Smith’s “net money in- 
come,” i. e., his net income from work and money- 
earning assets is $15,000, just as before. But his 
“total net income,” reckoned by credits and debits, 
turns out to be $1,000 more than in the first ex- 
ample. This extra $1,000 he takes out of his cash 
on hand and spends for personal use. That is, he 


takes out of cash $1,000 more than he puts into cash 
during the year. 


Anyone denying the propriety of counting the 
extra $1 000 from cash as an element in John Smith’s 
total net income for the current year, would have 


to explain the resulting disharmony between Smith's 
total net income and his real income. 


“But,” says an objector, “I insist that Smith’s 
‘income’ this year is only $15,000. The fellow 
simply has not lived within ‘it’.” 


This brings us into a verbal controversy, which 
is the only sort of controversy possible in the prem- 
ises. It is certainly true that the “net money income” 
(top line in “net” column) is $15,000. Anyone who 
thinks he can, is free to define income in such a way 
as to make out Smith’s “total net income” to be 
this $15,000, for the purpose of conforming with 
usage; but the definer will soon find himself in 
collision with usage at some other point. 


It seems far preferable to stick strictly to the 
service-concept, and to say that John Smith, though 
not living within his money income, or income from 
work and investments (other than “cash”), is never- 
theless “using as income” an extra $1,000 from cash 
left over from the past. The asset “cash” we have 
compared to a gold mine; and here the gold mine 
yields a net of $1,000 for the year. Hence the total 
net income is really $16,000. This is the total net 
of credits and debits from all assets, including the 
usually neglected item of cash. All this is certainly 
not a very great strain on usage. 

The next example is, in its cash-account items, 
the reverse of the last. 


Example 3—Real Income Excludes Savings 


si 000 00 Credits Debits Net 

tL. Werk «2.2... 1 0 ‘i _ 

2. Investments ..... $15,000 000 + $15,090 

I asic ae ine oe 10,000” $15,000" — 5,000 

4. Personal .........<: .... 10,000 10,000” 000 
Total Net Income .................. + $10,000 


In this case, there is supposed to be the same 
$15,000 money income from work and investments; 
but the cash balance on hand, instead of being de- 
creased during the year, as in Example 2, is increased. 
The increase is $5,000 and is a form of savings. That 
is, only $10,000 of the $15,000 money income is spent 
on goods for personal use (see line 4). The rest is 
“saved” and kept as cash. 

The value of the use of consumption goods during 
the year is also, as in Examples 1 and 2, assumed 
to be equal to the costs paid for consumption, i. e., 
$10,000. 

“But,” says the objector, “Smith’s income is still 
$15,000. He has simply saved something out of it 
and lived on the rest.” 

This again, is a verbal question. Anyone who 
thinks he can, is free to frame a different definition 
of income; but it will not make total net income 
match the real income, $10,000. Let us adhere 
strictly to the service-concept, and say that, though 
John Smith’s net money income, or income from 
work and investment is still $15,000, yet, if the not- 
to-be-neglected asset called “cash” be included as a 
temporary source of income (positive or negative), 
his net income from all sources is only $10,000. 

In Example 2, the cash was depleted by $1,000. 
We may say that this $1,000 was taken out of in- 
come from previous vears, leaving less income then, 


ee 
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and put back into income this year, making more 
income now. In Example 3, where the cash was 
increased by $5,000, we may say that this $5,000 
was taken out of income this year, leaving less 
income now, to be put back into the income of sub- 
sequent years, making more income then. 

The fluctuations of the cash on hand thus repre- 
sent transfers from one year’s income to another. 
Unless these transfers from one time to another are 
duly taken into account, we confuse the income of 
different years. This confusion is bound to occur if 
we employ as a tax base mere net money income 
regardless of whether it is really “used as income.” 


Example 4—Savings Plowed Back 


- $ Credits Debits Net 
1. ts tars ane 10,000 . is 
2. Investments ; 000; $15,000 $5,000 $10,000 
10,000° 7 
By WAN a) 2 css eee eee 5'000° 15,000 000 
I oii paar ena 10,600 10,000° 000 
‘EOtal Net Income... .......... 2.060005: $10,000 


Example 4 is the same as Example 3 except that 
the $5,000 item of savings, instead of being left in 
cash, is disbursed in the purchase of more invest- 
ments—“ploughed back” into capital. Accordingly, 
the credits to “cash” are here put in two groups, 
b and c, the former ($10,000) being re-entered as a 
debit against “goods for personal use” and the latter 
($5,000) being re-entered as a debit against “invest- 
ments.” The net result, so far as the total net in- 
come is concerned remains the same, namely $10,000. 

Here again devotees of verbal usage may rebel, 
this time because they neglect to reckon the re- 
investment. It is true that, here as before, work 
and investments yield $15,000 in gross, but, after 
the reinvestment of $5,000, the net income from 
these two sources is this year less by $5,000. If an- 
other person, such as a trustee, had made this re- 
investment, Smith, on being allowed to receive only 
the $10,000, would ordinarily think of his income 
only as this $10,000, not the full $15,000. Yet his 
income must be the same in both cases. In the 
same way, he thinks of his income from a corpo- 
ration as merely the dividends he gets. He does not 
think of including in his income his share of the 
corporation’s undivided profits, because it is the cor- 
poration that ploughs them back instead of himself. 
Yet his income must be the same in the two cases. 
If Smith’s reinvestment of his own savings is a part 
of his total net income, then his share of the “un- 
divided profits” of the corporation is a part of his 
total net income. Usage seldom goes that far, 
though it was this inconsistency which led to the 
recent tax on corporate undivided profits as a sort 
of “income” which had hitherto escaped taxation. 


Usage is thus a tricky, inconsistent, and uncertain 
guide. It needs clarification for scientific analysis. 
The concept of an all-credit-and-debit income fits 
scientific analysis, and if it does not fully fit com- 
mon usage, at least it fits better than any other defi- 
nition which has ever been formulated; and at the 
same time, it remains consistent. 
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Example 5—Use-Cost Discrepancy 
Credits Debits Net 
E Wethenis | MEQ Sis0mr § Som + sim 
§ Poor " 
Be ME hooks ve cxadacdeedes 1 5,000° 15,000 000 
ec ee 9,000 10,000” — 1,000 
eee + $ 9,000 


In Example 5, the net income from consumption 
goods is no longer zero. In all other respects Ex- 
ample 5 is the same as Example 4. 


This discrepancy between the use and the cost of 
consumption goods may be called the use-cost dis- 
crepancy. It is the difference between “real income” 
and “income spent” or “spendings.” It may arise 
from several causes. For instance, among the 10,000 
dollars’ worth of consumption goods bought during 
the year, there may be an automobile. It may have 
been purchased for $1,500 and paid for outright 
within the year (the payment being a part of the 
$10,000 spent on consumption goods), while the use 
of this automobile during the year may have been 
worth only $500. The difference, $1,000, is a form 
of savings for future years; but, in this case, the 
savings are embodied in an automobile instead of 
in a bond or in cash. In a sense, also, an automobile 
is quite properly an investment; but it is simpler 
to keep the item among personal use expenses as 
in this example, and to confine “investments” to 
money-earning assets. Either arrangement leaves 
$9,000 instead of $10,000 as the total real income, 
including the $500 use of the automobile, but not 
the unenjoyed $1,000 of postponed use. 

And note once more that, as always, this real 
income is still the same as the total net income. 


And here we see clearly that the real income as 
such, though it is the ultimate goal of accounting 
and of taxing, need not and should not be used by 
the tax-collector as the tax base. For taxation pur- 
poses we must, so far as possible, use money figures. 
The figures in the first three lines may all be found 
from books of account. They all consist of unequiv- 
ocal payments either by or to John Smith. 


The only group of items which presents any diffi- 
culty whatever is Group 4— the “use-cost discrep- 
ancy”; that is, the excess (if positive) or deficiency 
(if negative) of the money value of all uses of goods 
for personal use over or under the money payments 
involved, the “spendings” of Smith during the year. 
This discrepancy is, as noted, usually small. How- 
ever, there are the following exceptions: 


(1) The price paid for the consumption goods 
may later prove to have been more or less than the 
goods were worth. 


(2) There may be a lag in time, as for instance 
between the payment for a house and its use. 

(3) There may be some use of consumption goods 
without any transfer of money in the year to repre- 
sent their cost. This pertains mostly to farmers; but 
also sometimes to urban dwellers, especially to such 
as occupy their own dwellings. 

As to the first of these three sources of dis- 
crepancy (the possibility that price valuations may 
turn out wrong), this is presumably negligible un- 
der ordinary conditions. The presumption must be, 
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especially where taxation is the aim, that when a 
man spends his money, he gets his money’s worth. 
No other sort of appraisal of use can ordinarily be 
considered than the money actually paid for the 
consumption items. 


3ut the other two sources of discrepancy—the 
time lag between payment and use, and the possible 
existence of direct income in kind—cannot always 
be overlooked. 


The time between paying for a consumption good 
and getting the full use of it is, in certain cases, 
such as houses and automobiles, very great and also 
subject to variation. In the case of most foods, the 
lag is too short to consider, and even when the lag 
is considerable, as in the case of canned foods, the 
discrepancy may be negligible, because these require 
renewals occurring more or less regularly in time. 
The same is true of clothing. A man who buys a 
suit of clothes this year may be paying for “wear” 
which he does not get this year (but next year) ; and 
he may, from the suit bought last year, be getting 
wear this year which he does not pay for this year 
(but has paid for last year), so that this year’s 
spendings for clothes and this year’s “wear” ob- 
tained from clothes may come out substantially 
equal and, for tax purposes, be considered as equal. 
Moreover, the smaller use-cost discrepancies of sev- 
eral hundred items will largely cancel one another, 
some being positive and some negative. 


Estimating Use-Cost Discrepancy 


HUS, in estimating the total use-cost discrep- 

ancy, we need not take any account of the more 
trifling items. Their algebraic sum total or net may 
be assumed to be practically zero. 


Even as to a house, or its furniture, or an auto- 
mobile, if a person lives in a rented furnished house, 
and especially if he also rents an automobile and a 
garage, he “pays as he goes,” so that, in such cases 


also, the use-cost discrepancies will be practically 
zero. 


The largest use-cost discrepancy is ordinarily to 
be found as to a dwelling. If John Smith has already 
bought and paid for the house in which he lives, 
so that he pays nothing for it during the year for 
which he has to account to the tax collector, the 
use-cost discrepancy for that year will be great and 
positive; that is, the use-value will be far greater 
than the cost. If, on the other hand, he buys and 
pays for the house within that year, the use-cost 
discrepancy for that year will be great but negative; 
that is, the use-value during that year is far less 
than the cost during that year. 


But in either case, all the appraisal we need is an 
appraisal of the use of the dwelling during the year. 
And for this purpose there is a well established tech- 
nique. Ordinarily the appraisal will be based on the 
original cost of the house. From this, there are ways 
known to accountants of approximately calculating 
the presumed shelter value per annum, largely by 
presuming certain depreciation. Or, more directly, 
a real estate appraiser can assign to the house used 


by its owner the rent customarily paid for similar 
houses. 
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The second appreciable case of use-cost discrep- 
ancy is found in house-furnishings, perhaps paid for 
in a previous year or perhaps paid for within the 
year and enjoyed for long after. In this case, a 
short-cut (especially for tax purposes) will be better 
than a meticulous application, to each table and 
chair, pot and pan, rug and carpet, of the accounting 
methods applied to houses. Instead of appraising 
the numerous individual constituents of house- 
furnishings (from which we are to derive the use- 
value) we may lump them together, including jewelry, 
time-pieces, and works of art. One short-cut to this 
lump capital valuation consists of assigning a more 
or less arbitrary ratio (except in special cases, as of 
a private art gallery) between the value of the fur- 
nishings and the value of the house. From this capi- 
tal value, with a depreciation factor, the use-value 
can be approximately estimated. 


Finally, we may apply the same principles to an 
automobile. And it happens that, for this item, there 
are special tables commonly used by dealers, taking 
account of depreciation and thus roughly estimating, 
in effect, how much the use of a car is worth during 
a year. 

In cases of exceptionally wealthy individuals, such 
items as private motorboats or airplanes may have 
to be considered. But ordinarily only the three 
classes above mentioned seem to require any special 
consideration, and these only when the expenditures 
for them are non-recurring, irregular, and large. In 
fact, no great harm would be done if house furnish- 
ings and automobiles were not given this special 
treatment but were, like clothing and food, simply 
overlooked. 


We have now noted two of the three sources of use- 
cost discrepancy: (1) price error; (2) time lag. The 
third is the simple fact that, even in modern society, 
some income is received in kind without the trans- 
fer of money, as when a person raises his own vege- 
tables, or when a clergyman is paid in the produce 
of his parishioners or has the use of a parsonage, or 
when a servant receives part of his pay in the form 
of board and lodging. All of these and others are to 
be included under Group 4. The most extreme case, 
rarely found today, is that of a farmer, isolated from 
markets, who raises his own food, has clothes liter- 
ally “homespun,” cuts his own wood for fuel and 
lives in a cabin built by himself. And such a man 
would scarcely be a taxpayer. 

We have seen how we can reduce to a minimum 
the problem of appraising items of personal use. We 
only need to consider three items and even for these 
we only need to establish a differential between uses 
and costs normally about equal. But we cannot 
without some error escape this task of appraisal 
altogether. 

If we were to leave real income out of the reckon- 
ing and use simply all the money payments to and 
by Smith, these would necessarily cancel themselves 
out by pairs, as explained. This is a bookkeeping 
way of saying that money cannot serve our needs 
except by buying what can so serve. To serve as 
income, money income must be “used as income.” 
Therefore, to have any net income appear in our 
accounts, we must either include, as we here do, the 
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real income or else exclude an equivalent money 
outgo. This latter is what, in effect, the methods 
currently used attempt to do by excluding spend- 
ings. But unfortunately the spendings in the year 
will not always equal the real income in the year. 
There will sometimes be a sizable use-cost dis- 
crepancy which should be taken into account. 

But, after all is said and done, the resulting total 
use-cost discrepancy is usually small. This fact 
alone makes the credit and debit method more prac- 
tical than the current methods. With Groups 1, 2, 
and 3 correctly ascertainable, the opportunity for 
uncertainty under Group 4 is almost always negli- 
gible, especially as compared with the opportunities 
for uncertainty in our present methods. Professor 
John B. Canning, author of The Economics of Ac- 
countancy, says (in a private letter), “This greater 
simplicity of your method permits one of the great 
administrative advantages (to the government) and 
one of the great convenience advantages (to the tax- 
payer) of the tax base you propose over the one we 
now utilize.” 

There may be readers, sophisticated in the “spread- 
ing” devices of accountants, who will raise their 
eyebrows over entering, unspread, “principal” or 
“capital” items. If John Smith owns $200,000 worth 
of 5% bonds, no one will object to his crediting the 
$10,000 interest each year to investments; but, in 
the final year, in which the principal of $200,000 is 
repaid, how can we properly credit this $200,000 to 
the investment portfolio as money income received? 
Will this not involve John Smith in too high a tax? 
For Smith is supposed not to use this as income but 
to re-invest it as capital. 

But let us see what is the ultimate result of fol- 
lowing faithfully, even if blindly, the service-concept, 
i.e., entering every credit that occurs in the year, 
regardless of size. 

If John Smith actually does as he “is supposed” 
to do by the accountants, namely, reinvests his 
$200,000 in new bonds, then there is evidently no 
conflict between the procedure here used and the 
usual procedure of accountants. For, while his in- 
vestment is credited with the $200,000 from the old 
bonds, it is debited with the same sum put into new 
bonds, so that the net balance at the top of the last 
column is not changed. 

Or, if Smith keeps his $200,000 in cash during the 
remainder of the year, while the net income in the 
lirst and second groups combined is increased by 
$200,000, the net income in the third group is de- 
creased by $200,000 so that, again, the total net in- 
come is unaffected. And, still again, if he spends 
the $200,000 in the purchase of a house, the fourth 
group receives a debit of $200,000. 

But if Smith does not do as he “is supposed,” the 
procedure of the accountants and that here proposed 
do conflict, in which case their’s is the one at fault. 
For, suppose John Smith reinvests only $199,000, 
and spends the other $1,000 on personal use goods 

food, clothing, etc. This adds $1,000 to his real 
income for the current year. The fact of added real 
income cannot be blinked at and should be taken 
into account. Or, if he reinvests not only the 
$200,000 of returned “principal,” but also $1,000 out 
of the $10,000 “interest,” his real income for the 
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year shrinks by $1,000 and this fact should be taken 
into account also. In either case, the facts are faith- 
fully recorded by the service-concept method of 
accounting, while the accountant’s more arbitrary, 
estimative, and discretionary methods record only 
what John Smith “is supposed” to do, but may not 
actually do. 

Thus the simple service- or use-concept automati- 
cially adjusts itself to all these varying realities: to 
the spendthrift who, for a season, gets more income 
than thrifty people do; to the miser, who gets less; 
to the fortunate beneficiary of windfall income; to 
the unfortunate victim of ill luck; to the dweller in 
a city flat who pays for every consumption service; 
to the isolated farmer who supports himself with- 
out much use of money. 


Nature of Income Unchanged 


P RIMITIVE man, though he had no money in- 
come, certainly had real income. He enjoyed 
nourishment from his food, and shelter from his 
house, just as truly as does modern man. The fact 
that modern man acquires these services constitut- 
ing his real income by paying money for them does 
not change their nature. In England the shelter 
service from one’s own house is counted as income 
in the tax return, as it should be. But in America, 
lawyers tell us that it is doubtful whether a man 
who lives in his own house can be said to have any 
income from it. If this be true, it is one more 
absurdity in our laws. If only money-rent from a 
rented house can be counted as income, then Smith 
and Jones, who now rent each other’s house and so 
get “income” from them, would, if they should swap 
houses, reduce their “incomes” and escape income 
tax accordingly. Under the service-concept, how- 
ever, the swap would make no change of income 
whatever, nor of income tax. 


Proposed Income Tax Return 


E ARE now ready to apply the foregoing 

method of calculating John Smith’s income so 
as to obtain an income tax schedule applicable to 
all persons in all countries and in all degrees of 
money economy or none at all. In every case, the 
taxpayer’s job is simply to arrive at the balances in 
the last column of our four line table. 

Accordingly, the proposed Income Tax Return 
consists of four groups, corresponding to the four 
lines in the tables. These four groups result, in de- 
tail, in the following schedule: 


Tax Schedule for a Given Year, to Be Filled 
Out by Taxpayer 


Money Income 

Money receipts from Salaries, Wages, Fees, Commis- 
sions. 

Money from Dividends. 

Money from Rents and Royaities. 

Money from Private Business or Profession, Partner- 
ship, Syndicates, Pools, less money put in during 
the year. 

Money borrowed, less money lent or paid on loans. 

Money from interest received, less interest paid. 

Money from sales of securities or other property, less 
purchases (including all investments made in the 
year). 


_— 


=r 
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8. Money from gifts, bonuses, bequests. 

9, TOTAL NET MONEY INCOME (sum of lines 1 
to 8). 

Taken from Cash 

10. Cash on hand at beginning of year. 

1. Cash on hand at end of year. 

12, NET MONEY TAKEN FROM CASH (line 10 less 
line 11). (The result may be either plus or minus.) 


Use-Cost Discrepancy 

13. Computed value received trom use of residence, less 
money spent on it (detailed in separate Schedule 13). 

14. Computed value received from use of house-furnishings, 
less money spent on them (detailed in separate 
Schedule 14). 

15. Computed value received from use of automobile, less 
money spent on it (detailed in separate Schedule 15). 

16. APPROXIMATE TOTAL USE-COST DISCREP- 
ANCY (sum of lines 13, 14, 15). (The result may 
be either plus or minus). 


Summary 
17. Money Income (i. e., line 9 repeated). 
18. Added from “cash” (i. e., line 12 repeated). 
19. Use-cost discrepancy (i. e., line 16 repeated). 
20. TOTAL NET INCOME (sum of lines 17, 18, 19), sub- 
ject to the deductions below. 


Deductions 
21. Contributions. 
22. ‘Taxes paid. 
23. Life Insurance. 
24. Any other deductions authorized by law.* 
25. Total deductions (sum of lines 21, 22, 23, 24). 
26. TAXABLE INCOME (line 20, less line 25). 


Schedule 13 (Detail for Line 13) 


(lf living in rented home, enter “zero” in line 13.) 

Computed value received from use of residence (if owned 
or in process of being purchased), less money spent on it 
for repairs, taxes, betterments, etc. 
27. Original cost of residence (with date acquired). 
28. Percentage thereof, presumed to measure its use-value 

per year. 

29. Fraction of taxable year occupied (from to 


30. Computed value of use of residence (found by multiply- 
ing lines 27, 28, 29). 

31. Payments this year for residence (purchase price, part 
payment, interest or principal, on mortgage, cost of 
repairs, betterments, taxes, insurance and all other 
costs, if any, incurred by virtue of owning the home, 
paid within the year, but not including costs of run- 
ning or care of the residence, as these items are 
otherwise included, nor duplicating any items already 
accounted for in lines 5, 6, 7). 

32. Line 30 less line 31 (for entry on line 13). 


Schedule 14 (Detail for Line 14) 


(If living in rented furnished home, enter ‘‘zero” 
in line 14.) 

Computed value received from use of house-furnishings 
(if owned or in process of being purchased), less money 
spent on them. 
33. Estimated value of furnishings. 

34. Percentage thereof, presumed to measure their use- 
value per year. 

35. Fraction of year during which the bulk of house- 
furnishings used was owned. 

36. Computed value of use of house-furnishings (found by 
multiplying lines 33, 34, 35). 

37. Payments for house-furnishings (purchase price, part 
payment, cost of repairs and replacements, taxes, 
insurance, and all other costs, if any, incurred by 
virtue of owning the furniture, paid within the year, 
but not including costs of care, as these are otherwise 
included, nor duplicating any items already ac- 
counted for in lines 5, 6, 7). 

38. Line 36 less line 37 (for entry on line 14). 





_* These should include the costs of medical care, as specified in Hon. 
Ogden Mills’ proposed bill for a Spending Tax mentioned below. 
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Schedule 15 (Detail for Line 15) 


Computed value received from use (if owned or in proc- 
ess of being purchased) of automobiles and motorboats, 
yachts, airplanes, etc., less money spent on them. 

39. Original cost of automobile, etc., (with date acquired). 

40. Percentage thereof, presumed to measure its use-value 
per year. 

41. Fraction of current year owned (from .......... to 


42. Computed value of use of automobile (found by multi- 
plying lines 39, 40, 41). 

43. Payments for automobile (purchase price, part pay- 
ment, interest or principal, on installments due, cost 
of repairs, taxes, insurance and all other costs, if any, 
incurred by virtue of owning the automobile, paid 
within the year, but not including costs of running 
or care of the automobile, as these are otherwise 
included. 


44. Line 42 less line 43 (for entry on line 15). 


The proposed form of tax return is given above 
only up to the point of calculating John Smith’s 
total net income. It is no part of this article to 
proceed further. But current models will enable 
those who so desire to carry the schedule further 
so as to calculate sur-taxes, exempt a minimum in- 
come and apply a special rate to income earned by 
work—in recognition of the “irksomeness of labor.” 

The above schedules are sufficient for the purposes 
of this article. For actual use, of course, other de- 
tails would be supplied, such as a detailed schedule 
for line 1, line 2, etc., and routine explanations and 
directions, including convenient arrangements for 
subtracting instead of adding, whenever any figure 
in the table should turn out to be negative instead 
of positive—which will often happen in the case of 
“cash” and in the case of “use-cost discrepancy.” 





Items Excluded 


HE proposed form is similar to those now used 
for the United States Income Tax except for the 
following items excluded and new items introduced. 
The money items excluded from this proposed 
schedule but included in the United States Federal 
Income Tax schedules are: “capital-gain or loss” 
(although all sales and purchases within the year are, 
of course, included in the proposed form), “losses 
by fire, storm, etc.,” and “bad debts.” These are 
here excluded because none of these items enter as 
credits or debits any more than do fluctuations in 
capital values of shares on the Stock Exchange. 
They are capital items, not income items. 

Moreover, the fourth item in the proposed sched- 
ule “from private business or profession, partner- 
ship, syndicates, pools, less money put in” differs 
from the corresponding item now usually entered 

“profit (or loss) from partnerships, syndicates, 
pools, etc.” by excluding any allowance for “bad 
debts” or “depreciation, obsolescence and depletion,” 
and by excluding the two inventory items for the 
beginning and end of the year. These also are capi- 
tal items, not income. 

In the same way, only the actual money received 
from fiduciaries is included, with no bookkeeping 
adjustments such as are now required. 

The money items which are included in the pro- 
posed schedule but which are not included in the 





* For further discussion of this and other aspects of ‘‘psychic’’ income 
and cost see Econometrica. 
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tax schedules now employed are: money borrowed 
and lent; gifts, bonuses, bequests; the cash decrease, 
or net cash used during the year; money disbursed 
for investments; and Group 4. 

The “new items introduced” offset, to some ex- 
tent, the “items excluded” so that the proposed 
schedule will usually yield, with less bookkeeping 
and less error and uncertainty, substantially the 
same result as the existing schedule except that 
capital gains and losses are wholly excluded in the 
proposed schedule. No capital item has any place 
in an income tax.* 

Capital gain merely symbolizes future income. 
The time when that income arrives will be the time 
to tax it. John Smith should not be required to pay 
more tax this year because of more income next 
year. 

And, contrariwise, no allowance should be made 
for losses from shrinkage in value of property, even 
when it shrinks to zero, by mismanagement or by 
accident, fire, flood, drought, storm, shipwreck, 
earthquake, or any other cause. Such loss of capi- 
tal merely symbolizes lack of future income. If John 
Smith’s income in future years will be lessened be- 
cause his factory burns this year, he will then—in 
those future years—have correspondingly less taxes 
to pay. He should not have any less to pay this year, 
if his income is not less this year, though it be less 
next year. 


Capital Gain 


OT only is capital gain no part of income but, 

if a tax is laid on it, the taxpayer is the victim 
of a subtle form of double taxation. That is, he is 
taxed not only this year on the capital gain but he 
is taxed thereafter on the income from the capital 
thus gained. Every $100 of capital yielding an in- 
come of $5 a year is merely the capitalization in the 
present of that $5 a year in the future. The $100 is 
never, under any circumstances, income in addition 
to the $5 items it represents. 

On the other hand, the same system leaves much 
true income untaxed. Both points are illustrated in 
The Nature of Capital and Income by imagining the 
case of three brothers, each inheriting the same 
fortune, $100,000, and all investing their fortunes at 
5%, but in different ways. One invests in 5% per- 
petual bonds, receives, spends, and consumes $5,000 
annually, and is taxed thereon 1%, or $50 a year. 
His total tax burden measured by the present value 
of his perpetual tax of $50 a year is $1,000. 

The second brother lends or otherwise reinvests 
the income from his $100,000 at the same 5%, thus 
accumulating compound interest. He continues to 
do this for fourteen years, spending nothing so far 
as this inheritance of his is concerned. At the end 
of this period of fourteen years he has a capital of 
$200,000, or twice the original inheritance. There- 
after he receives, spends, and consumes $10,000 a 
year. This $10,000 income, beginning fourteen years 


* But, as illustrated above, payments of capital items, being credits 
or debits and so elements of income, are included. These payments 
occur through a period of time. Thus, in the five examples, “cash” 
was credited or debited with whatever sums go in and out, however 
large. But attention is called to the fact that the cash on hand itself 


does not, and cannot, enter in those examples, because it is not a 
payment. 














A PRACTICAL SCHEDULE FOR AN INCOME TAX 387 


hence, is taxed at 1% or $100 a year, which, if capi- 
talized at 5%, will then (14 years hence) be worth 
$2,000. But today, fourteen years ahead, it is worth 
only $1,000, making the same tax burden as the 
first brother’s $50 a year. 

On the other hand, under the capital-gain tax as 
here supposed, the second brother is taxed not only 
on this future income to be received after the four- 
teen years are up (the tax burden of which is meas- 
ured by $1,000 in present value), but also, during 
those fourteen years, he is taxed 1% on his capital- 
gains (unspent compound interest). The additional 
present value of these’ fourteen years’ taxes is $714. 
In all, therefore, he bears a total tax burden, meas- 
ured in present value, of $1,714. The extra $714, 
over and above the $1,000 which we found for the 
first brother, represents double taxation—once on 
savings during the first fourteen years which mean 
anticipation of income, and again on its realization 
later. 

The third brother spends and consumes $20,000 a 
year which, in six years, exhausts his original capi- 
tal with whatever interest is earned on it in that 
time. If he is taxed (as he would be under existing 
schedules) only on the interest earned each year by 
his unspent balance his tax burden is only $158, this 
being the present value of the only. six tax payments 
he makes. The extent to which this $158 is below 
the $1,000 of the first brother is the present value 
of the tax which should have been levied on the in- 
come enjoyed during the six years but was not taxed 
at all. 

If, however, the three taxes are adjusted accord- 
ing to the principles of this study, the three tax 
burdens would all be equal, each being $1,000 as 
measured in present value. This is as it should be, 
since the three brothers had equal inheritances, in- 
vested at equal rates of interest and differed only 
as to how they distributed their real income over 
time. 

The over taxation of the saving brother when capi- 
tal-gain is taxed, and the under taxation of the 
spendthrift brother, show how absurd it is to mix 
capital in an income tax and how hollow is the pre- 
tense that capital-gain is income. 

To tax any capital is to tax its future income in 
anticipation, as well as, later, taxing that same in- 
come in realization. 

All this is no argument against the legitimacy of 
sometimes taxing capital. In an emergency, as in 
a great war, we sometimes resort to capital levies. 
Another legitimate case of a tax on capital is the 
inheritance tax. No one doubts that an inheritance 
tax is a tax on capital; and no one bases his justifi- 
cation of this tax on the pretense that it is a tax on 
income. 


Capital-Gain Tax Unjustifiable 
as Income Tax 


OT only is it true that no capital-gain tax can 
possibly be justified as an income tax; but the 
present so-called capital-gain tax is particularly ob- 
noxious, because it is not levied on the actual capi- 
tal-gain of the taxable year. Capital-gain, as taxed 
under the present law, differs from the capital-gain 
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which actually accrues, and in two respects: (1) 
under the present law, to be taxable, capital-gain 
must be “realized,” i. e., there must be an actual sale 
within the taxable year; (2) if the purchase was 
made in a prior year, the gain so realized, being 
measured relatively to the original purchase price, 
includes more than properly belongs to the taxable 
year. 

The feeling which led to the requirement that 
capital-gain should be realized in order to be taxed 
is good as far as it goes; for only the actual pur- 
chases and sales, i.e., money payments by or to the 
taxpayer, and not mere accruals, can be included 
among the elements — credits and debits — from 
which true income is to be deduced. It will be re- 
called that, in our proposed income tax schedule, 
every purchase or sale within the taxable year is in- 
cluded. And, of course, when it happens that a 
single item of property is both bought and sold 
within the year, the capital-gain on this pair of 
transactions is implicitly included as part of the 
year’s true income; but such pairing is without sig- 
nificance; for every purchase within the year must 
be included even if not followed by a sale, just as 
every sale within the year must be included, regard- 
less of when the purchase may have occurred. 

What has spoiled the results of a sound instinct 
for “realized” transactions has been the meaningless 
pairing of the items. In a true income tax, all money 
transactions within the year should be included, irre- 
spective of whether they can be paired in the above 
manner or not; and no transactions should be in- 
cluded if not occurring within the year. On the 
other hand, a true capital-gain tax would include 
every accrual of capital whether sold or not. By 
requiring the pairing of a sale with a prior purchase 
of the same property, the present law forces the 
introduction of purchases which do not belong to 
the taxable year and thus spoils the tax as a true 
tax on the income of the taxable year. At the same 
time it spoils the tax as a true tax on the capital- 
gain of the taxable year. It has thus produced a 
hybrid tax—a cross between a tax on income and 
a tax on capital. A true tax on capital-gain cannot 
be confined to realized transactions. A true tax on 
income must be so confined. Capital accrues; in- 
come occurs. By hopelessly mixing capital and in- 
come, the present so-called capital-gain taxes become 
haphazard; some capital-gains are taxed and some 
escape. 





Capital-Gain Tax Can Be Manipulated 


OREOVER, the tax may be manipulated. For 
it is at the option of the taxpayer, not of the 
government, whether the gain be “realized.” The tax- 
payer will always tend to sell less freely when this sell- 
ing adds something to his taxes and to sell more freely 
when this subtracts something from his taxes. Thus, 
the Government may lose more than it gains from 
the capital-gain-and-loss-tax, and it loses most at the 
very time when it most needs revenue, namely, in a 
depression, when the taxpayers are only too eager 
to realize their losses. 
Moreover, tax dodgers who thus sell during a fall 
of prices, thereby tend to increase the fall. Like- 
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wise, when they buy during a rise, they tend to 
increase the rise; so that, among other faults of the 
present system, is its tendency to intensify both 
booms and depressions. 

If a tax dodger who has sold a certain stock in 
order to “take a loss” then proceeds to repurchase 
(as soon as the law allows) it would seem that the 
repurchase ought to revive the tax which the sale 
reduced. But the law does not so provide. Simi- 
larly, if the sale causes a realized capital gain, and 
so subjects the seller to a capital-gain tax it would 
seem that the repurchase ought to cancel the tax. 
But the law does not so provide. Neither of these 
two absurdities would appear under the proposed 
schedule. A sale and repurchase leaves the taxpayer 
in the same position as if he had simply held the 
stock continuously. 

And to sell one stock and then buy another is 
like repurchasing the same stock. It merely changes 
the form of investment of capital and does not re- 
sult in any net income; for what money comes in, 
goes out again, and what capital is alienated is re- 
acquired. 


“Identifying” Shares of Stock 


NOTHER absurdity flowing directly from the 
attempt to calculate microscopically the supposed 
income involved in a capital-gain, is the solemn pro- 
cedure of “identifying” any particular share of stock 
sold. When was it bought? If the luckless seller 
happens, by inadvertence, to deliver to his pur- 
chaser a certificate which had been acquired below 
the present price of sale instead of one just like it 
but acquired above that price, he must report a gain 
instead of the loss which he might otherwise have 
“taken.” Obviously it should make no difference 
whether the one certificate or the other is sold. 
They represent legally exactly the same rights. 
Our income tax provisions give such bizarre re- 
sults that, instead of being carried out completely 
and consistently, they have had to be patched up 
by all sorts of special exceptions, regulations, rules, 
and conditions. For instance, capital losses can now 
be applied only against capital-gains and not against 
income in general. Incidentally, this is a virtual 
confession that capital-gain is not income in the 
sense that other income is. Again, the repurchase 
of a stock within a certain period affects one’s in- 
come differently from what it would if it occurred 
one day later. Again, the capital-loss deductible 
from capital-gain is not always the total capital-loss 
but differs arbitrarily according to the number of 
years between purchase and sale. And there are 
other limitations and complications, so that “taxable 
income” is now an arbitrary, uncertain, unreal, hap- 
hazard affair, often with little or no resemblance to 
real income. The extreme of absurdity is reached 
when the total value of a big gift or bequest, even 
when it remains in the form of invested capital, is 
considered as income in the year it is received. This 
has been too much for most courts to stomach, 
though some decisions have ruled that such gifts 
are income. Of course, as Professor Magill says: 
“A completed gift of money would satisfy any legal 
requirement as to realization.” 





July, 1937 


Is, then, a small gift income and a large one not? 
The two should, of course, be treated alike. And the 
results of the proposed schedule would always give 
true income if we observed the double entries in- 
volved. There would be no room for controversy, 
even if the gift were in the form of a million dollars’ 
payment in cash. True bookkeeping would show 
both a credit of $1,000,000 to the source it came 
from and a debit of $1,000,000 to “cash,” or to what- 
ever absorbed it. There would be no effect on John 
Smith’s total net income at all. Only when the in- 
evitable consumption follows, which may not be 
wholly or at all in the year of gift, will the credit 
and debit system register any net income as a con- 
sequence of the million-dollar gift. 


If some “Will Rogers” among economists would 
arise to poke fun at the workings of the American 
so-called capital-gain taxes, as now existing, he 
might laugh them out of existence. The first publi- 
cation of large American “incomes” revealed the 
surprising fact that a neighbor of mine, of moderate 
means, had in 1930 an “income” of $331,000. Prob- 
ably never before or since was this person’s “in- 
come,” however reckoned, in excess of a tenth of 
that amount. And this high figure was due to dis- 
tress selling of old family property. Another person, 
with about the same income reckoned by any ra- 
tional method was able, through capital Josses, to 
report an “income” of minus $236,000. 

In groping for a better income-tax schedule, Eng- 
lish experience has been cited. Capital-gains are not 
there counted as income unless the taxpayer is en- 
gaged in such buying and selling as a business. This 
is a characteristically British way of getting a fairly 
good result without the enunciation of a principle. 

So much space has been here given to the Ameri- 
can personal capital-gain taxes because they repre- 
sent the worst cases of capital itemg intruding into 
the field of income. An Internal Revenue official 
recently remarked that he believed ninety-nine per- 
cent of American tax difficulties grow out of the 
capital-gain tax. 

Perhaps some critics will still insist that the idea 
of a capital-gain tax should not be entirely dropped. 
If there must be a concession to such persistent 
belief or prejudice, there would be no difficulty in 
adding any sort of capital-gain tax to the income 
tax here proposed. The best way would seem to be 
to use an appraisal of John Smith’s net worth at 
the beginning and end of the year. 

But this problem need not be discussed in this 
article, the subject matter of which is restricted to 
credits and debits occurring between the beginning 
and the end of the year. 

Besides what is called the capital-gain tax, there 
are other ways in which, in tax systems and tax 
administration, capital has masqueraded as income. 
The most recent is the much objurgated tax on un- 
distributed corporate profits. A corporation yields 
income to its stockholders only through dividends 
paid to them. When it merely keeps and accumu- 
lates their capital, it yields them no income. The 


accrual of capital merely stands for income at some 
future time. 
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Taxability of Stock Dividends 


NOTHER instance of confusing capital and 

income, and one which, like all the rest, has led 
to much discussion and litigation, is that of stock divi- 
dends. The Supreme Court long ago decided that, 
in general, stock dividends are not taxable as in- 
come, because the receiver of them has no different 
ownership from what he had before he received 
them, though that ownership is now represented by 
more pieces of paper. This is, of course, true. But 
it does not touch the real problem, which is whether 
John Smith’s stock dividend results in more real 
income. If the stock dividend is 100%, that is, if it 
is a “split-up” of two shares for one, the chances 
are there will be no resulting real income; that is, 
Smith will probably keep the stock as an invest- 
ment; but if the stock is only 1%, Smith will be 
more likely to sell the new stock and spend the pro- 
ceeds on living expenses, so that, so far as he is 
concerned, he will get exactly the same income as 
if he had received his dividend in money. In that 
case he should be taxed. 

The present income tax schedules, completely ig 
noring as they do, the credits in the fourth group 
in our classification (consumption — the only real 
income), afford no way of ascertaining whether John 
Smith’s stock dividend really adds real income or 
not. We cannot ignore consumption; money merely 
measures it. 

A vague feeling that small stock dividends enable 
a person to evade the income tax is behind the 
opposition, so often voiced, to the Supreme Court 
decision. 

Under the proposed system, if the proceeds of the 
stock dividend, whether large or small, go for living 
expenses, there would automatically be a tax; while 
if they are reinvested in some other stock, no tax 
would result. Also if they were not sold at all, there 
would be no tax. All three of these results would be 
as they should be. The reader may be interested to 
construct for himself tables analogous to the five 
examples above, in order to see the exact effects of 
keeping the stock dividends unsold, or of selling and 
investing the proceeds, or of selling and spending 
the proceeds and consuming accordingly. 


Effect of the Koshland Decision 


N MAY 16, 1936, a decision* of the Supreme 
Court made a new distinction as to stock divi- 
dends. It was decided that, when a stock dividend 
on common stock is given to preferred stockholders, 
it is taxable as income because the preferred stock- 
holders are then supposed to get a real addition to 
their property. Five months later, the Board of Tax 
Appeals, in trying to apply the Court decision, con- 
cluded that “the matter has not been, so far as we 
know, squarely decided in any of the cases.” It 
should be clear to the reader that, under the method 
of levying an income tax here proposed, there could 
be no ambiguity whatever. 
Nor could there be much tax evasion nor even tax 
avoidance, assuming that John Smith keeps correct 
records of all money transactions and that these are 


* Koshland v. Helvering, 297 U. 8. 702. 
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available for checking up his tax return. The only 
chances for evasion are as to the three use-cost dis- 
crepancies. These alone involve any appraisals and 
the appraisals are only for one year’s use. As has 
been seen, these items, entered in Group 4, namely, 
the differences between the appraised uses and the 
costs paid, are usually small. The most brazen tax 
dodger would scarcely claim that he had enjoyed 
no use whatever of home, furniture, or automobile 
during the year, which is the utmost he could claim. 
Whatever fraction of this utmost he dared claim 
would usually be so small a fraction of his total 
income that the game would seldom be considered 
worth the candle. 


Evasion Made Difficult 


T SHOULD be furthermore pointed out that, 
whatever such escape of taxation would amount 

to, it would amount to less than at present; for, at 
present, taxable income in America does not include 


any appraisal of the use of a man’s own house, fur- 
niture, or automobile. 


The major income items are in Groups 1 and 2, and 
every one of these, being an actual money trans- 
action, is a matter of exact record. For Groups 1 
and 2 (also for the minor Group 3) there are no 
bookkeeping adjustments whatever, no write-offs, 
or write-ups, no “allowances” for depreciation, de- 
pletion, obsolescence, no reserves, no book profits 
or losses, no computed losses from fire, storms, etc., 
or from bad debts. The would-be tax-dodger could 
not affect his income tax one iota by choosing which 
certificates to sell, or when to sell them, or even whether 
to sell them. He could get no advantage nor disadvan- 
tage from “realizing” rather than not realizing, nor 
from selling and then rebuying or reinvesting. There 
would be no payments introduced from any year 
other than the year for which the tax return must 
be made. There would be no adjustments in the 
actual money received from fiduciaries, trusts, or 
corporations. There would be no such absurd re- 
sults as making out a rich man’s income (or any 
man’s income, for that matter) to be negative and 
making a man of small means appear to have a 
millionaire’s income. 

It is true that many of the various adjustments 
and complications above mentioned have their ap- 
propriate and special uses; but, in reckoning John 
Smith’s total net income, they are not only useless 
but offer a hundred ways of avoiding and evading 
taxes—ways, often within the law. 

Another special advantage in the proposed sched- 
ule is that it facilitates official check-ups. This is so 
not only because the proposed method is free from 
those more or less discretionary bookkeeping adjust- 
ments which are so hard to check but also because 
what remains to be checked is checked so easily; 
first the income spent for consumption goods must 
equal exactly the net money income plus any cash 
decrease or minus any cash increase. These two 
figures can be independently reckoned from John 
Smith’s accounts and should check to the last cent. 
Second, this income spent must also check with the 
credits to cash less the debits to investments. 
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No such checks are available for the present form of 
the tax return. 

Some rich tax-dodger might perhaps attempt (as 
he now does) to represent certain expenditures for 
luxurious personal uses—of big estates, fancy dairies, 
hobby farms, yachts, etc., as investments designed 
to earn money, thereby facilitating an understate- 
ment of the use-cost discrepancy, as already ex- 
plained. But this loophole could be mostly blocked 
by specifying in the law what constitutes each class. 
Personal use goods should include food, clothing, 
administration of the home including pleasure grounds 
surrounding it, amusements, education, church ex- 
penses, etc. Investments should include bona fide 
money-earning assets such as stocks, bonds, mort- 
gages, rented real estate, etc. 


Tax Evasion Under the Present Act 


HE present tax system makes it possible for a 

rich man to evade or defeat even the just inten- 
tions of the system by setting up a “personal com- 
pany” and then “borrowing” of it his living expenses. 
Thus (if he uses the money for consumption goods) 
he really gets income but calls it a “capital item,” 
not taxable income under the income-tax law. 

As this article is being finished, the President and 
the Secretary of the Treasury have asked Congress 
to remedy such defects in the laws. The evasions 
and avoidances which they describe would appar- 
ently all be remedied if the present proposal were 
adopted, excepting only those due to attempted es- 
cape from Federal jurisdiction and to other technical 
legal difficulties. The chief and basic defect of an 
unsound tax base would certainly be remedied. For 
instance, the man who incorporated his yacht, do- 
nating to the corporation securities, the income from 
which would pay the wages of the crew and other 
expenses, and then “renting” the yacht from his 
company for a nominal sum, could not, under the 
proposed schedule, “get away with it,” except by 
outright fraud. For what he is doing is understating 
the use-value of the yacht. Under the present law 
he does not have to enter anything at all for the use 
of his yacht. But under the proposed law he would 
have to enter this under line 15 as found from lines 
39, 40, 41, 42. If he entered these items honestly he 
would find that whatever income he had “lost” by 
transfer of securities to his corporation had come 
back to him like a boomerang in the form of a 
greater use-cost discrepancy. 


The next step must be taken by Congress. The 
courts cannot apparently take it. Many judges 
would willingly adopt the principles here enunci- 
ated. Some cases have, in the past, been decided by 
minor courts according to those principles; for in- 
stance, by the Supreme Court of New Jersey and 
by Judge Thomas in New Haven. The late Chief 
Justice Knowlton of Massachusetts said of these 
principles, “they seem to me logically impregnable.” 
But the Supreme Court of the United States has 
taken the position that whatever Congress defines 
as income is income in the eye of the law. There- 


fdére, only Congress can revise the definition of tax- 
able income. 


(Continued on page 438) 





The 
Undistributed 


Profits ‘Tax’ 

HE CORPORATE fiction, that a group of 
TY individuals operating under a corporate charter 

are, for this purpose, no longer separate indi- 
viduals, like those of a partnership, and are not 
individually responsible for the actions of the 
group, is the foundation of present-day business 
organization and business finance, and is the key to 
an understanding of the new undistributed profits tax. 


There is little doubt that this legal fiction has 
been of tremendous aid in the development of large- 
scale industry. It has enormously facilitated the 
assembling of great masses of capital from many 
diverse sources, and it has therefore furthered a 
fuller and more effective use of the country’s savings. 


Legislatures and courts alike have been careful 
to avoid seriously impairing the many and valuable 
uses of the corporate fiction. But sometimes our 
courts of equity have had to interfere to prevent 
individuals from using the corporate form to cloak 
unconscionable conduct. Our legislatures also, in 
some connections, have found it desirable to qualify 
the recognition of the corporate fiction. In the inter- 
ests of other aims of public policy we sometimes 
have to go behind that intangible, impersonal entity 
known as a corporation to the very human individ- 
uals who comprise it. 


Purpose of the Tax 


HE undistributed profits tax is an example of 

legislative action of this character. Its primary 
purpose is to preserve the essential advantages of 
the corporate form of business organization without 
unduly sacrificing the principle of progressive in- 
come taxation. 

Since 1913, as you all know, a large part of the 
Federal revenues has been obtained from graduated 
taxes upon the incomes of individuals. The sched- 
ules of rates, exemptions, and credits, have been 
substantially altered from time to time; but they 


* Address delivered at the Alumni Conference of the School of Business 
Administration of the University of Michigan, Ann Arbor, Michigan, 
m May 8, 1937. 


** Assistant Director of Research and Statistics, Treasury Department. 
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have consistently followed the principle of taxing 
larger incomes at higher rates than smaller incomes. 
Today the rates of tax range from 4 to 79 percent 
on various segments of individual incomes, after 
statutory credits, exemptions, and deductions. 

Now an unqualified recognition of the corporate 
fiction in our taxation of individual incomes would 
lead to very absurd and unreasonable results. Ifa 
corporation were actually regarded as a single indi- 
vidual, we should have to apply a tax of 79 percent 
on substantially all the net income in excess of five 
million dollars of every corporation; and we should 
have to lay a tax of 64 percent on substantially all 
the net income between $150,000 and $200,000 of 
every corporation; and a tax of 39 percent on that 
part of every corporation’s net income between 
$56,000 and $62,000; and so on. 

But the two hundred eighiy million dollars net 
income (before Federal income taxes) of the Gen- 
eral Motors Corporation in 1936, for example, is 
really the aggregate income, 1n part, of many thou- 
sands of individuals, most of whom would be sub- 
ject to very low rates of income tax had they earned 
this income directly. For this reason, we have never 
attempted an unqualified application of the corporate 
fiction in our income-tax laws. 

On the other hand, except for a brief period during 
and after the Civil War, we have not regarded cor- 
porate income, for purposes of taxation, as the in- 
come of the individual stockholders unless and until 
distributed to them. In this respect, we have 
adhered closely to the legal separation between a 
corporation and its stockholders. And this fact has 
resulted in a serious impairment of the effectiveness 
of our graduated individual income-tax system, in 
a substantial amount of tax avoidance, and in vari- 
ous inequities in the application of our income-tax 
law. The primary aim of the undistributed profits 
tax is to reduce these ill effects of our one-sided 
application of the corporate fiction, without impair- 
ing the essential uses of the corporate form of busi- 
ness organization. 
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Inequities Pointed Out 


ET me point out some of these inequities: 
zs When corporations distribute their earnings to 
their stockholders, the dividends are subject to the 
individual income-tax rates. When corporate earn- 
ings are not so distributed, the individual stock- 
holders, while enjoying the benefit of these earnings 
in the form of more valuable investments, are en- 
abled to avoid all payment of individual income 
taxes thereon. Moreover, since our corporation 
taxes, prior to the Revenue Act of 1936, took no 
account of differences in dividend policies, the share- 
holders of corporations making liberal distributions 
were discriminated against as compared with share- 
holders of corporations pursuing niggardly dividend 
policies. When a corporation reinvested current 
earnings directly for its stockholders, the latter 
escaped individual income surtaxes thereon; but 
when individuals used their dividend receipts for 
reinvestment in the securities of the same or other 
corporations, the corporate earnings so distributed 
and reinvested were subject to surtaxes. 


Between 1923 and 1929, inclusive, more than 
45 percent of the aggregate compiled net profits, 
after taxes, of all corporations reporting net taxable 
income was not distributed by the corporations ; and 
their stockholders, to this extent, were enabled, 
temporarily at least, to avoid individual income taxes 
on portions of their equitable incomes. 

Large proportions of the incomes accruing for the 
benefit of wealthy individuals have avoided the full 
application of income surtaxes in this fashion. The 
mere power of timing dividend disbursements, irre- 
spective of current corporate earnings, has been 
capable of giving tax advantages to important stock- 
holders, which were not shared by individuals deriv- 
ing income from other sources. The full distribution 
of current earnings might have raised the surtax 
rates applicable to such stockholders; but if ac- 
cumulated earnings were subsequently lost, or were 
paid out in years when tax rates had been reduced 
or when the other income of important stockholders 
was small, such earnings escaped the income-tax 
rates to which they would have been subject. 

Individual businessmen, partnerships, and profes- 
sional and salaried men have possessed no corre- 
sponding power to choose the time for subjecting 
their earnings to individual mcome taxes. All of 
their income has been taxable in the year earned, 


whether or not saved and reinvested or subsequently 
lost. 


One-sided Recognition of the 
Corporate Fiction 


7 ae are many cases of individuals who have 
been able to avoid personal income taxes for- 
ever on a large part of their true incomes in this 
manner. At the death of such an individual, the 
estate passes to the heirs without any additional 
tax liability for the often huge increments in the 
value of the securities embodied therein which arose 
from the direct reinvestment oi earnings by the issu- 
ing corporations. The decedent has not only avoided 
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personal income taxes on these earnings during his 
lifetime, but, by leaving the sale of the securities 
to his heirs, the appreciation in the value of his 
holdings will have escaped capital gains taxation. 
‘The estate tax rates are no higher on such estates 
than on those left by individuals whose equitable 
incomes had been subject in much greater measure 
to our individual income taxes. 


This one-sided recognition of the corporate fiction 
has made possible a vast amount of tax evasion and 
tax avoidance in the fashion that I have outlined. 
Between 1922 and 1934, inclusive, 73.7 percent of 
the total dividend receipts reported by individuals 
filing income-tax returns was received by those re- 
porting net incomes of $10,000 or more. The incentive 
offered to many such individuals to use the corporate 


cloak for evading or avoiding income taxes may 
easily be illustrated: 


A dozen men, each of whom derives an income 
of $100,000 from salaries, rents, and interest, pool 
their stock holdings in an investment corporation. 
The dividends derived from these stocks, if directly 
received by the twelve men, would add another 
$100,000 to the income of each; and, under the Rev- 
enue Act of 1935, a sum equal to about $59,000 or 
about 59 percent of these dividends, would have 
been payable by each in individual income taxes. 
Under that Act, by employing this corporation to 
receive and withhold dividends, each man’s share 
of the total corporation income, capital stock, and 
excess-profits taxes would have appr. ximated only 
$1,553-—a tax saving for the twelve men and a loss 
in revenue to the Federal Government of nearly 


$700,000. 


Attempts to Circumvent 
Deliberate Tax Evasion 


NONGRESS, in 1934, attempted to narrow the 
use of the corporate form as a vehicle for delib- 
erate tax evasion of the kind that I have just illus- 
trated. So many wealthy individuals had been 
incorporating themselves and members of their 
families, in order to limit their income taxes as 
nearly as possible to the lower rates applicable to 
corporate incomes, that Congress imposed special 
income ta> i i 
called “incorporated pocketbooks.” Despite the fact 
that the rates applicable to portions of the income 
of such personal holding companies now range from 
Sto 48 percent, many individuals still find it profit 
able to conduct their investment activities in this 
form. Congress has also endeavored to meet this 
problem by imposing special taxes on “corporations 
improperly accumulating surplus.” Since the ques- 
tion of motive is of the essence in the application of 
this provision, it has been difficult to apply. 
The object of the undistributed profits tax is not 
primarily to get at cases of the tvpe that I have 
just described. 





Tax Evasion and Tax 
Avoidance Distinguished 


HE problem of tax evasion, while important, is 
not synonymous with the larger problem of tax 
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avoidance that is raised by the corporate fiction. 
The difference between tax evasion and tax avoid- 
ance was aptly described by one public official as 
follows: If there are two bridges across a river, and 
one of them is a toll bridge while the other is free, 
it is unlawful to evade payment of the toll if you 
use the toll bridge, but you can lawfully avoid pay- 
ment of the toll by using the free bridge. The point is 
that even the ordinary business corporation has pro- 
vided a free bridge. The withholding and direct re- 
investment of current corporate earnings, free from 
individual income taxes, has had the effect of elim- 
inating from the taxable incomes of many individuals 
a very significant fraction of their true incomes; and 
has thus impaired the effectiveness of our income- 
tax rates and created inequities in the distribution 
of the tax burden as between different individuals 
and as between incorporated and unincorporated 
business enterprises. 


Revenue Act of 1936—Reduction 
of Prior Inequities 


HE establishment, in the Revenue Act of 1936, 

of graduated taxes upon the undistributed earn- 
ings of corporations was designed to reduce the 
major inequities that I have cited, and, in the process, 
to reimburse the Treasury for the individual income 
taxes that are avoided when corporations withhold 
earnings from their stockholders. The Act imposes 
tax rates ranging between 7 and 27 percent upon 
successive fractions of the total current net income, 
minus taxes and other credits, that are not distrib- 
uted to stockholders during the taxable year. Banks 
and insurance companies, as well as domestic corpo- 
rations in bankruptcy or insolvent and in receiver- 
ship, are exempted from these taxes; and special 
preferential treatment is given to corporations with 
net incomes of less than $50,000. The Act does not 
impose taxes upon past accumulations of corporate 
surpluses, but applies only to earnings of the taxable 
year 1936 and thereafter. 


Objections to Tax 


S businessmen or students of business adminis- 

tration, all of us here are interested not only in 
the equitable purposes of the undistributed profits 
tax, but also in its practical economic effects. And 
I think that I can best indicate my own views re- 
specting these effects by discussing several of the 
more common objections that have been made 
against the tax by businessmen and others. 

Three main types of objections have been raised. 
However elaborate the language in which they may 
be clothed, these objections may be summarized as 
follows: If corporations must either distribute 
their current earnings to stockholders or must pay 
substantial taxes on the portions retained, then: 
First, how are corporations going to provide for 
growth? Second, how are thev going to retire their 
debts? And, third, how are they going to provide 
for depressions and other contingencies? I pro- 


pose to discuss in turn each of these types of objec- 
tions, and some of the related issues involved: 
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Corporate Growth 


OW, then, is a corporation going to obtain the 

resources for growth? ‘The answer is: From 
substantially the same sources as previously. In 
the first place, a corporation may retain moderate 
proportions of its current earnings without payment 
of a prohibitive surtax. The Chancellor of the 
Exchequer has announced that the British normal 
tax, which corporations must pay on behalf of their 
stockholders, is to be raised to 25 percent. An 
American corporation with a net income of ten 
million dollars or more may distribute less than 
40 percent of its current earnings, after normal tax, 
without being subject to total normal and surtaxes 
aggregating this rate; and the combined effective 
rate is smaller for corporations with smaller net 
incomes. 


In the second place, the Act makes no attempt 
to determine the form which distributions to stock- 
holders shall take, provided such distributions are 
subject to taxation in the hands of the shareholders. 
On the contrary, the Act very specifically recog- 
nizes a number of methods whereby a corporation 
may reduce or eliminate the surtaxes without neces- 
sarily parting with any of its cash or other assets. 
A corporation may distribute its current earnings 
in the form of its own securities, such as various 
classes of debt instruments and common and pre- 
ferred stocks, provided only, in the case of stocks, 
that the distribution changes the proportionate in- 
terests of the various classes of stockholders. Thus, 
a growing corporation may conserve all the addi- 
tional assets arising out of its earnings, whether for 
plant expansion, additions to inventories, or for 
larger bank balances, by distributing taxable security 
dividends in amounts equal to these earnings. These 
dividends may consist even of common stock paid 
to common stockholders, provided, in such cases, 
the corporation offers its stockholders the option of 
receiving the dividends in either cash or stock. 

In the third place, growing and successful corpo- 
rations are able to call upon their stockholders and 
others for additional capital through the offering of 
rights to the stockholders to subscribe for additional 
securities ; and in this way may obtain the reinvest- 
ment in their businesses of capital equal to almost 
any desired proportion of the current earnings that 
have been distributed in dividends; and, if need be, 
more. 


Illustrations of Corporate 
Adjustments to Tax 


URING the period between 1921 and 1930, in- 

clusive, the American Telephone and Telegraph 
Company paid regular dividends at the rate of $9 
per share, the dividends aggregating about eight 
hundred fifty-four million dollars during the ten 
years. But, in six of these ten years, the corporation 
offered rights to purchase additional securities to its 
stockholders, raising about nine hundred fifty-eight 
million dollars thereby—or about one hundred mil- 
lions more than the aggregate dividends paid during 
the period. 
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One of the many recent illustrations of this obvi- 
ous means of adjustment to the undistributed profits 
tax is offered by Montgomery Ward and Company, 
whose president, Mr. Sewell L. Avery, is a vigorous 
opponent of the tax. I quote from the New York 
Times of April 24: “Concerning the Federal surtax 
on undistributed earnings, which compelled the com- 
pany to distribute virtually all of its twenty million 
dollars of earnings last year, Mr. Avery said: “That 
villainously unsound thing wiil be changed, must be 
changed; it will be changed, or this Nation will be 
changed.’ ” 

Now, I should like to point out that while this 
company paid cash dividends of $4 per share during 
the past year as against nothing in the previous 
year, it recouped the entire distribution and more by 
obtaining twenty-five million dollars through an 


offering of additional common stock to its stock- 
holders. 


Referring to Mr. Avery’s disclosure that the com- 
pany is now in need of further capital because of 
its record-breaking volume of sales, the New York 
Times reported Mr. Avery as saying that the com- 
pany has three alternative methods by which it can 
obtain the new capital it needs: First, issuance of 
new convertible preferred stock with a rate of about 
4 percent; second, issuance of convertible deben- 
tures; and, third, sale of additional common stock 
such as was sold last year to provide twenty-five 
million dollars. 


As you all know, the use of such right issues has 
been very common. “They occurred almost as fre- 
quently in 1922 and 1923 as they did in 1928 and 
1929,” says Professor Dewing in his “Financial 
Policy of Corporations.” More than three billion 
dollars of capital was raised by corporations in this 
manner in 1929, according to the Bureau of Busi- 
ness Research of the Universny of Illinois. 


Effect of Tax on Large Well-established 
Versus Small Corporation 


HE contention sometimes zdvanced that the tax 

favors the large, well-estavlished corporation at 
the expense of the small corporation, and therefore 
fosters monopoly, is not convincing. On the con- 
trary, it may be argued that the power of large cor- 
porations to retain earnings for expansion without 
tax cost has served to reinforce and to perpetuate 
their other advantages over smaller competitors. 
The new capital so automatically obtained by a sin- 
gle large corporation which withholds, say twenty- 
five million dollars, may easily exceed the aggregate 
earnings of a great number of its smaller com- 
petitors. A fuller distribution of corporate earnings 
may well make for greater competition for the rein- 
vestment of these funds among large and small cor- 
porations alike. 


Moreover, apart from the lower tax rates appli- 
cable to the undistributed earnings of corporations 
with incomes of less than $50,000, small and medium- 
sized corporations enjoy two advantages over large 
corporations with respect to the use of current earn- 
ings for growth. In the first place, the limited num- 
ber of stockholders of most small corporations 


July, 1937 


permits earnings to be distributed and almost simul- 
taneously used by the stockholders to subscribe for 
additional shares of the corporation’s stock, with a 
facility impossible for most large corporations. The 
whole operation could be completed during a brief 
meeting of the stockholders. Medium-sized corpo- 
rations with a larger number of stockholders, and 
corporations generally, may distribute much or all 
of their current earnings in dividends consisting of 
scrip or promissory notes; and may offer to accept 
these instruments in payment of subscriptions to 
additional stock of the corporation. This would 
eliminate liability for the corporate surtaxes and still 
permit the use for expansion of the liquid resources 
arising out of the corporation’s earnings. 


The second advantage of small corporations arises 
out of the fact that the principal stockholders in 
small corporations are normally men of much smaller 
incomes than the principal stockholders of large cor- 
porations. In consequence, a far greater proportion 
of the dividends paid by small corporations may be 
expected to be available, after individual income 
taxes, for subscription to additional stock, than in 
the case of most large corporations. For example: 
Of $4,000 in dividends received by a stockholder 
whose other surtax net income is $100,000, 62 percent 
is payable in income taxes; of $4,000 in dividends 
received by a stockholder whose other surtax net 
income is $10,000, only 11.5 percent is payable in 
income taxes. 

Prior to the Revenue Act of 1936, considerations 
of tax economy and convenience favored the growth 
of small corporations through the process of direct 
reinvestment. Hence, a body of examples taken 
from this period will naturally show small corpora- 
tions growing into large ones by this method pri- 
marily. The method of re-subscribing cash dividends 
and the method of disbursing earnings in the form 
of taxable security dividends, however, are just as 
effective, except for the absolute amounts of addi- 
tional individual income taxes payable by the stock- 
holders. 

These and other lawful means available to small, 
medium-sized or large corporations for avoiding the 
surtax on undistributed net income, are entirely con- 
sistent with the aims of the Revenue Act of 1930. 
This is true because the use of any of these means 
does not, on net balance, deprive the Government 
of any tax revenues contemplated by the Act. To 
the extent that corporations avail themselves of any 
of the lawful means of avoiding the corporate sur- 
taxes, the taxable incomes of their stockholders tend 
to be increased; so that the Government obtains 
substantially equal revenues, irrespective of the divi- 
dend policies of the corporations. 


It is argued by some that stockholders may be 
reluctant or even unwilling to reinvest in a given 
enterprise any large fraction of the earnings dis- 
tributed to them in dividends. But this argument 
implies that corporate managements may justly re- 
invest corporate earnings against the desire of the 
stockholders. In the last analysis, the earnings of a 
corporation belong to its stockholders ; and stockholders 
are entitled to exercise a real choice with respect to 
the disposition of these earnings. In so far as one 
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effect of the undistributed profits tax will be to 
encourage corporate managements to obtain the con- 
sent of their stockholders for capital expansion, and 
to give to stockholders—the real owners of the cor- 
poration—a greater control over the disposition of 
their earnings, this effect is altogether desirable. It 
has often been remarked that corporate manage- 
ments are far more prudent in the use of capital 
funds obtained through formal financing with the 
aid of investment bankers than in the use of capital 
funds arising out of reinvested earnings. A disci- 
plined use of the latter source of capital is no less 
desirable. 


Debt Retirement 


ET us now turn to the second type of objection 
4-—the alleged unfairness and unsoundness of 
imposing a surtax on corporate earnings used for 
the retirement of debt. This objection is usually 
stated as a self-evident truth requiring no logical or 
other support; and it is therefore urged that cor- 
porate earnings employed for debt retirement be 
exempted from the application of the surtax. Such 
a proposal possesses an irrational, emotional appeal 
because the supporting argument usually runs in 
terms of a debt-ridden individual—despite the fact 
that an individual’s principal payments against in- 
debtedness on his car or his house are not deductible 
in arriving at his taxable income. Are corporate 
debts of such special character as to merit excep- 
tional treatment? 

Corporate indebtedness cons?sts of commercial in- 
debtedness, such as bank borrowings for inventory 
and other working capital purposes; and longer-term 
debt, usually represented by mortgage’ or debenture 
bonds. 

With respect to short-term debt contracted for the 
purposes of acquiring inventories, paying wages, 
ete., it is not usually contemplated that such loans 
will be repaid out of earnings. On the contrary, it is 
expected that such loans will be repaid out of the 
yross proceeds of the business. A department store 
which borrows $100,000 for the purchase of sea- 
sonal merchandise for its Christmas trade is expected 
to repay this loan out of the gross retail proceeds of 
perhaps $130,000, and not out of the $2,000 net profit 
remaining to it after all costs. It is for this reason that 
such loans are welcomed by banks as self-liquidating. 


As a class, moreover, such loans are never com- 
pletely liquidated because new loan transactions are 
usually being entered into by the same or other busi- 
ness enterprises as past loans are being liquidated— 
though not necessarily, of course, in offsetting 
amounts. They constitute a revolving fund whose 
aggregate volume has often exceeded the total stat- 
utory net income of American corporations. Their 
volume for any particular enterprise bears no nec- 
essary relationship to the amount of its net profits, 
and is frequently several times the amount of the 
invested capital of such enterprise. 

Since a more economical utilization of the coun- 
try’s capital takes place when short-term needs are 
supplied by temporarily borrowed rather than by 
permanent capital funds, no public purpose would 
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be served by the extinguishment of short-term com- 
mercial debts. 

Finally, it is obvious that the exemption from cor- 
porate surtaxes of earnings employed for the repay- 
ment of commercial debts would open wide an 
enormous door for tax avoidance; such debts could 
be contracted solely for the purpose of retiring them 
out of earnings, and thereby avoiding income taxes. 

With respect to bonded and other forms of longer- 
term indebtedness, somewhat different considera- 
tions apply. Much of the proceeds of such loans has 
normally been employed for plant, machinery, and 
other fixed assets. Is it fair or wise to place a surtax 
on earnings employed to retire such debts? 


As respects fairness, it need only be observed that 
the use of corporate earnings to retire corporate debt 
adds to the net value of the stockholders’ equity. It 
should not be confused with an individual’s use of 
this year’s income to pay last year’s hospital bill. 

But what about the wisdom, from the standpoint 
of public policy? Should we not be willing to sacri- 
lice something to enable corporations to rid them- 
selves of debt? 

Let us look at the matter realistically. Three- 
fourths of the aggregate long-term debt of our rail- 
road, public-utility, industrial and commercial 
corporations is accounted for by railroad and public- 
utility enterprises. Everyone knows that these en- 
terprises commonly regard the bulk of such debt as 
permanent elements in their capital structures, meet- 
ing the maturities of particular obligations by re- 
funding them. It has been exceedingly uncommon 
for such corporations to use their earnings for the 
complete extinction of, or even for substantial reduc- 
tions in, their funded debts. Among other reasons 
for this policy is the fact that primary reliance upon 
this source of debt retirement would yield results 
very slowly, and would greatly reduce the current 
return to holders of the preferred and common stocks 
for a protracted period. Substantial reductions in 
the long-term debts of these enterprises are most 
effectively accomplished through the conversion of 
bonds into stocks, as is being done at this time by 
the Great Northern and New York Central Rail- 
roads, and through the proceeds of new stock issues. 

Industrial and mercantile enterprises, which ac- 
count for the remaining quarter of the aggregate 
long-term debt of nonfinancial corporations in this 
country, have more frequently applied corporate 
earnings to the reduction of their debts. But many 
of these corporations also regard their bond issues 
as quasi-permanent elements of their capital struc- 
tures. Moreover, like some railroad and public- 
utility enterprises, they frequently take advantage of 
favorable market conditions, such as have recently 
obtained, for retiring indebtedness by funds raised 
through issues of preferred and common stocks, pref- 
erential subscription rights being usually offered to 
their stockholders. Pending the appearance of fav- 
orable market conditions, the requirements of par- 
ticular debt issues are often met by the use of funds 
accumulated through depreciation and_ similar 
charges. It is important to note that depreciation 
and depletion charges deducted by American corpo- 
rations before arriving at taxable income have been 
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aggregating about four billion dollars a year, at 
times exceeding the total statutory income of 
corporations. 


In the last analysis, the method of retiring debt 
through the proceeds of new stock issues differs only 
in form from the method of using undistributed 
profits. 

In both cases, stockholders’ capital is used to retire 
the debts. In the one case, there is a formal issue 
of securities to recognize the increased equity of the 
stockholders in the capital assets. In the other case, 
the increased equity of the stockholders is recog- 
nized by a commensurate addition to the corporate 
surplus account. 

Finally, as we have already observed, the Revenue 
Act of 1936 permits a corporation to employ the 
liquid resources arising out of its current earnings 
for debt retirement, and nevertheless avoid liability 
for corporate surtaxes, if its current earnings are dis- 
tributed to its stockholders in the form of securities 
constituting taxable dividends. 


Exceptional tax treatment for corporations using 
current earnings to reduce indebtedness would have 
inequitable results. The debt element in corporate 
capital structures is voluntary, for the most part. 
It varies greatly in relative importance between dif- 
ferent industries and between different enterprises 
in the same industry. Any differential tax treatment 
in favor of corporations with debts would therefore 
be arbitrary and unfair. It would give a special tax 
advantage to those corporations whose stockholders, 
in order to increase their share of the profits, have 
chosen to trade on a thinner equity. 


Provision for Depressions 
and Contingencies 


UR third question, you will recall, was, how are 
corporations going to provide for depressions 
and other contingencies if our tax laws encourage a 
liberal or complete distribution of current earnings? 


Are we not placing a tax on thrift, a penalty upon 
prudence? 


I have previously shown that corporations may 
retain all of the liquid or other assets representing 
current earnings and nevertheless avoid liability for 
the surtaxes on undistributed earnings by paying 
dividends in the form of their securities. Or, if they 
choose to distribute earnings in cash, they can re- 
coup such funds by the sale of additional stock to 
their stockholders. 

Many intelligent laymen, however, because they 
have not had the benefit of special training in ac- 
counting and in corporate finance, attach a miscon- 
ceived and very exaggerated importance to the size 
of the surplus account in a corporation’s balance 
sheet. They think of a corporate surplus as a pool 
of liquid assets, cash and the like. This concept is 
even embodied in legislation, the expression “sur- 
plus fund” being commonly used to denote the 
surplus account of a bank. Others, on the contrary, 
while recognizing a corporate surplus as a symbol 
of health, are very well aware that the surplus ac- 
count appears on the liability, rather than the asset, 
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side of a balance sheet and very commonly repre- 
sents plant and machinery, or good will and patent 
rights, none of which can be “spent” to meet depres- 
sion needs or to repair damages caused by a flood, 
or for any other emergency. Corporations with 
capital deficits are sometimes far better situated, so 
far as liquid assets are concerned, than corporations 
which publish balance sheets containing large sur- 
plus figures; and it is well known that bankrupt cor- 
porations often have sizeable book surpluses when 
they first enter the doom or rebirth of receivership. 


Obviously, it is not the size of a bookkeeping fig- 
ure called “surplus” that determines the ability of 
a corporation to meet a depression or other con- 
tingency. It is the amount of the total assets of the 
corporation as compared with its obligations (par- 
ticularly its short-term obligations), and the propor- 
tion of its assets which it has kept in liquid form, 
that are significant in this connection. Corporations 
with relatively large amounts of liquid assets, 
whether derived from previous earnings or from pre- 
vious issues of securities, or from depreciation 
charges, are in a position to meet unusual financial 
needs, irrespective of the size of the balance sheet 
item called “surplus.” 


As a matter of fact, you all know that the size of 
corporate surplus accounts today bears no necessary 
or consistent relationship either to the accumulated 
earnings of corporations or to their liquid resources. 
Many new corporations are nowadays born with a 
surplus, which they create by placing a smaller book 
or par value on their stocks than the net value of 
the assets applicable thereto. Established corpora- 
tions, for reasons of convenience, tax economy, or 
financing, likewise create or add to their surplus ac- 
counts in many cases by a downward adjustment in 
the par or carrying value of their stocks. These 
bookkeeping operations do not affect a corporation’s 
ability to withstand depressions and other con- 
tingencies. 

There is, however, a somewhat related considera- 
tion of general public policy that merits serious dis- 
cussion in this connection. I refer to a widely 
publicized view that the corporate surpluses built 
up, free from surtaxes, by the retention of corporate 
earnings, serve the public function of enabling cor- 
porations to maintain employment and payrolls in 
periods of depression at higher levels than would 
otherwise be possible. This view has been force- 
fully expressed by Colonel Leonard Ayres of the 
Cleveland Trust Company.* Citing figures of the 
Department of Commerce to the effect that the na- 
tional income paid out exceeded the national income 
produced by a total of 26.6 billion dollars between 
1930 and 1934, inclusive, Colonel Ayres concludes: 
“That sum represents the contribution that business 
savings made to emergency relief during five depres- 
sion years. These payments, in excess of income, 
were made possible because surpluses had been 
accumulated.” 


The estimates of the Department of Commerce 
comparing income produced with income paid out 
are exceedingly valuable for many purposes. The 
deficiency in income produced as compared with in- 





* Cleveland Trust Company Business Bulletin, March 15, 1936. 
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come paid out during the depression, however, to 
which Colonel Ayres refers, was a deficiency arrived 
at after accounting allowances for many items 
which, though legitimate deductions in computing 
income produced, did not represent a current income 
payment to any individual. 

Now I have some figures, which I shall cite in a 
moment, compiled from the actual income tax re- 
turns filed by corporations, figures that yield quite 
different inferences from those drawn by Colonel 
Ayres. But before doing so, I should like to remark, 
and I think that many persons will agree with me, 
that the record of corporate surpluses as a stabilizer 
of business, employment, and payrolls during the last 
depression, leaves something to be desired. 

If we consolidate the income accounts of all cor- 
porations for each of the three years 1931-1933, in- 
clusive, we find that they reported an aggregate net 
deficit for this three-year period, after taxes, of 6.6 
billion dollars. We also find, however, that this 
aggregate net deficit was arrived at after deducting 
some 11.2 billion dollars for depreciation, some 761 
millions for depletion, some 3.7 billions for bad debts, 
and some 5.1 billions for loss on the sale of capital 
assets ; deductions which, in the main, did not repre- 
sent current cash outlays sustaining employment, 
payrolls, et cetera. 


In other words, the aggregate net income of corpo- 
rations before these valuation deductions, but after 
taxes, for these three years of the worst depression 
in history, was a little more than fourteen billion 
dollars, and their cash dividends a little more than 
thirteen billions. For corporations as a whole, divi- 
dends, wages, and other payments, came out of cur- 
rent receipts, primarily, and not from accumulated 
liquid surpluses. The book surpluses of corporations 
were, indeed, reduced; but they were reduced, in 
the aggregate, not by actual cash disbursements, but 
by the writing down of assets en the books of corpo- 
rations. The cash and investments of all corpora- 
tions aggregated nearly eleven billion dollars more 
at the end of 1933 than at the end of 1929. 

The case is much the same if we confine our 
figures to non-financial corporations. Their aggre- 
gate net income before valuation deductions was 
nearly three times their aggregate deficit after valua- 
tion deductions; and their cash and investments at 
the end of 1933 likewise aggregate more than at the 
end of 1929. Even if we confine our attention to 
deficit nonfinancial corporations—that is, nonfinan- 
cial corporations reporting no statutory net income 
—we find that some 78 percent of their aggregate net 
losses between 1931 and 1933, inclusive, represented 
valuation deductions primarily rather than cash 
operating disbursements in excess of cash receipts. 

It is doubtless true that the previously accumu- 
lated real capital of the country, consisting of build- 
ings, machinery, et cetera, enabled us to operate 
during the depression withour full current mainte- 
nance thereof. This was true regardless of the form 
in which ownership of this capital was held—whether 
in the form of corporate debt instruments, common 
and preferred stocks, corporate surpluses, or indi- 
vidual ownership. But the bookkeeping recognition 
of unreplaced wear and tear, and of declines in values 


THE UNDISTRIBUTED PROFITS TAX 397 


arising out of other causes, created no employment. 
To hold that such write-downs in value provided 
contributions by business to emergency relief would 
also require us to assert that the holders of stocks 
and bonds listed on the New York Stock Exchange 
contributed eighty-six billion dollars of emergency 
relief between September 1929 and April 1933, this 
figure being the aggregate decline in the market 
value of their securities. 

The figures that I have just cited are, of course, 
subject to the limitations of all aggregates ; and they 
are subject to other qualifications arising out of the 
statutory nature of taxable income and the lack of 
uniformity, as respects balance sheet returns, in cor- 
porate accounting. Nevertheless, one could allow 
a very liberal margin for all such limitations and 
qualifications without altering the general implica- 
tions of the figures. 


The available data with respect to employment 
and payrolls are far from adequate; but, such as 
they are, they are in consonance with the other mate- 
rials that I have cited. The Federal Reserve Board 
index of manufacturing output declined by 47 per- 
cent between 1929 and 1932; the decline in the index 
of factory payrolls was greater—57 percent. Wide- 
spread part-time employment impairs the validity of 
the employment index, but even this declined by 
37 percent. The index of factory payrolls, it may 
be noted, declined not only much more than the 
index of factory production, but also much more than 
the Bureau of Labor Statistics indices of the cost 
of living and of wholesale prices. These figures pro- 
vide no supporting evidence whatever for the con- 
tention that the losses of corporations during the 
depression can be attributed in any substantial de- 
gree to the maintenance of employment or payrolls 
at levels higher than those justified by the reduced 
volume of business. 

The fact of the matter is that, in general, corpora 
tions cannot be expected, regardless of their book 
surpluses or even of their total liquid resources, to 
retain more workers or to maintain larger aggregate 
payrolls than those required to maintain their plants 
and to conduct current operations. Depreciation of 
plant and equipment takes place irrespective of the 
volume of business done, very largely, and any cur- 
rent operations that yield more than their out- 
of-pocket costs reduce the aggregate net loss of a 
corporation. Hence, corporations find it profitable 
to continue operations and to retain the workers 
needed therefor even though, efter valuation deduc- 
tions, a loss is recorded. The retention of portions 
of a working force under these conditions is no evi- 
dence of philanthropic activity on the part of corpo- 
rations—although this is by no means absent; and 
is largely unrelated to the size of the book surplus 
account. 





Conclusion 


N CONCLUSION, I should like to state my opin- 

ion that the taxation of undistributed corporate 

profits is likely to have wholesome, rather than un- 

wholesome economic effects. I think it likely that 
(Continued on page 438) 
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Tax Exemptions 


Part Il 
Homestead Exemptions 


A. Effect on Revenues 


HE full significance of the Homestead Exemp- 
tion laws now in force in fourteen states can- 
not be grasped merely by a casual reading of 
the text of the laws themselves. An understanding 
of the practical effects and economic aspects of home- 
stead exemptions is a necessary prerequisite to an 
intelligent analysis of these laws. After the practical 
effects have been explained and the current legal 
status of the homestead exemption movement has 
been analyzed, then some standards will be available 
by which to judge whether or not such laws are 
socially desirable. 


Uniform Principles 


LTHOUGH most of the laws relating to the 

exemption of homesteads from taxation have 
been placed on the statute books within the 
past five years, there is an amazing lack of uni- 
formity among them as to definitions and limita- 
tions. Detailed data are not available for each of 
the fourteen states, but since all of them intend to 
encourage home ownership, it is believed that care- 
ful study of the information gathered in Oklahoma, 
Utah, Iowa and a few other states will demonstrate 
the existence of certain uniform principles which 
can be applied to every one of them. 


* The first article of this series treating of general principles ap- 
peared in the May, 1937, issue of Tne Tax Macazine. 

Author’s Note: The author wishes to express his appreciation of 
the helpful cooperation of Miss Bertha L. Hess, Miss Marion Cassidy 
and other sunubers of the staff of the Iowa State Law Library. 

Also, the author is indebted to Professor Herbert D. Simpson of 
Northwestern University for the opportunity to lecture on this topic 
to a seminar on Taxation. 

Homestead exemption laws have gone into effect in three more states 


since the first article was prepared, raising the total from eleven to 
fourteen. 
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Theory of Taxation 


O sensible person believes that a government 

can be run without an adequate source of in- 
come. It is undoubtedly true that there is inefficiency, 
waste, duplication of services and much unnecessary 
spending on the part of all governments. Yet, local 
governments particularly are expected to furnish 
protection to the lives and properties of their in- 
habitants as well as to provide schools, hospitals, 
jails, asylums and a great many other services. All 
of these services are expensive and must be sup- 
ported by the tax paying public regardless of the 
actual benefit any individual taxpayer may receive. 
Under the modern theory of taxation taxes are levied 
on the basis of ability to pay, not in direct proportion 
to the benefits received. 


Encouraging Home Ownership 


YHEN the economic basis of the homestead 
exemption movement is examined, we find 
that it proceeds on the theory that home ownership 
should be stimulated, that by granting a subsidy in 
the amount of the annual taxes otherwise payable 
to state and local governments, tenants will be en- 
couraged to become owners, thereby creating a <e- 
mand for new and better housing which, in turn, 
will stimulate the building industry. The exponents 
of this plan hope they will-be able to start a flow of 
funds into industry that will make all of the people 
more prosperous. 


Theoretical Simplicity 


N theory, exemption of homesteads has a most 

appealing simplicity: perhaps this is the reason 
it has caught hold of the popular imagination. After 
all, nobody is fond of paying taxes, but no one ob- 
jects if the other fellow pays them. The exemption 
of homesteads apparently shifts a part of the tax 
burden to those most capable of bearing it. Yet, 
if all owner-occupied homes assessed at $2,500 or 
less pay no taxes and the expense of running the 
local and state governments remains the same, some- 
body will have to make up the deficit. According 
to the popular understanding of homestead exemp- 
tions, their only effect is to reduce the taxes of those 
least able to pay them. But is this true? Is it 
possible for any taxation problem to be so simple? 
Will it not be necessary to raise new taxes or in- 
crease old ones to meet the deficit that must result‘ 
When the answers to these questions are known, 
then a well-reasoned choice can be made between 
the opinions of those who advocate and those who 
oppose this new subsidy to a selected class of the 
population. 


Nature of the Problem 


HE exemption of homesteads has widesprea:! 
and far-reaching implications. It is doubtful 
whether anybody realized how complicated the 
problem was until the Oklahoma Tax Commissio1 
made an exhaustive study in 1935 and 1936. While 
Oklahoma is not the richest of the forty-eight states, 
it is by no means the poorest. The presence of oil 
wells in certain sections of the state gives added 
value to all surrounding property used in connection 
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with the oil business, but at the same time, this type 
of work attracts a transient population which does 
not buy permanent homes. However, the lack of 
homesteads in the oil country is compensated to 
some extent by the prevalence of valuable owner- 
occupied homes and farms in the cities and better 
agricultural sections. On the whole, Oklahoma 
probably illustrates a fair cross-section of the problems 
that probably will be found in a great many other 
states. It is believed that the results obtained from 
a study of conditions in Oklahoma ought to apply 
with a high degree of validity in every other state. 
Of course, the type and distribution of taxable prop- 
erty as well as the occupations and incomes of its 
inhabitants will determine the number and value of 
homesteads in each state. No matter how many or 
how few homes there may be, certain results can 
be predicted in advance for each state before any 
legislation is adopted. 


Revenue Replacements 


NCE figures are available showing the amount 

by which tax revenues will be diminished, it 
becomes necessary to plan for the future needs of 
the communities affected. Estimates of revenue 
losses show not only the reduction in the amount of 
tax money to be collected in the future, but also 
indicate which units of government will suffer 
the most and why. It can be seen that if the loss 
of income from exempting this new class of prop- 
erty is great enough, a complete reorganization of 
the present methods of managing and financing local 
governments may be necessary. Serious legal and 
economic objections must be overcome before most 
counties, cities and school districts can shift their 
tax base from real estate and personal property to 
income, sales, gasoline, liquor, cigarette or other 
forms of excise taxes. These newer forms of taxa- 
tion generally are reserved for use of the state gov- 
ernment and for special needs such as road building, 
unemployment relief, old age assistance and the like. 
Nevertheless, some way must be found to replace 
revenues lost by reason of the tax free status given 
to a large group of properties. 


Application of Data 


ie the extent of revenue losses and needs 

for new sources of income can be calculated, 
some definition of “homestead” must be adopted. 
There is no uniform definition of this word, but the 
commonly accepted meaning of “homestead” is a 
“house occupied personally by the owner and his 
family as their home.”? Most of the differences be- 
tween this definition and the ones incorporated in 
the various homestead exemption laws arise out of 
limitations on the area and value of the homestead 
property, and the necessity of owner-occupancy or 
of the owner’s being a resident or citizen of the 
particular states. These differences of definition have 
in important effect on the number and value of prop- 


erties that may be benefited by a homestead exemp- 
tion law.? 
_ | Hoitt v. Webb, 36 N. H. 158; Jeffrey v. McGeough, 88 Ala. 648, 7 
So. 333; Beard v. Johnson, 87 Ala. 729, 6 So. 383. 

* All Homestead Exemption laws in force as of May 1, 1937, will 
be analyzed in the second section of this article. 
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Cause of Revenue Losses 


OMPUTATION of property tax bills is largely 

a matter of arithmetic: the assessed valuation 
is multiplied by the tax rate and the result equals 
the amount of taxes due. It follows then, that re- 
ducing the assessed valuations in a city or county 
or removing a part of them from taxation will 
reduce the total amount of taxes which can be levied 
and collected. However, the taxing authorities can 
raise the tax rate or increase the valuation of non- 
exempt properties in order to produce approximately 
the same amount of revenue collected in former 
years. This method of replacing lost revenue may 
be found the easiest, and is likely to be adopted in 
preference to other methods. 


Revenue Losses in Oklahoma 


N 1935, the people of Oklahoma ratified a consti- 

tutional amendment granting the legislature 
power to fix the amount by which homesteads should 
be exempted and allowing this amount to be in- 
creased at any time. However, once the amount is 
fixed, it cannot be reduced for a period of twenty 
years.® 

Shortly after this amendment was adopted, the 
Oklahoma Tax Commission began a survey of rev- 
enue and valuation losses which would result from 
exemptions of various amounts ranging from $500 
to $2,500 as well as from establishing complete ex- 
emption.* 

Since no definition of “homestead” was included 
in the constitutional amendment, the tax commis- 
sion adopted its own interpretation. For the pur- 
poses of their survey, any owner-occupied house 
whether in a rural or urban district was considered 
a “homestead.” In order to give a wider scope to 
this definition, a two-flat building was considered 
a homestead if the owner lived in one of the apart- 
ments. Also, property used for both business and 
residence purposes was classified as a homestead if 
the residence portion was more valuable than that 
used for business; whenever separate valuations had 
been made by local assessors, only that for the resi- 
dence was used. 

An even broader definition was adopted in check- 
ing rural homesteads. Here, all land under a com- 
mon ownership in the same section in which the 
owner lived was included as part of the homestead, 
even though the various parcels were not adjacent 
or even contiguous to each other. It was found 
also that many rural owners had land in another sec- 
tion or county, but these properties were not in- 
cluded in the definition of a rural homestead. An 
effort was made to equalize disparities in size be- 
tween rural and urban homesteads by treating the 
lot on which the city or urban homestead was located 
together with all vacant lots owned by the same 
person within the same block as parts of a single 
homestead. 





3 Initiative Petition No. 138. Okla. ( 

*A final report on 77 counties was issued in July, 1936. Bulletin 
No. 18, issued by Research & Statistics Division of the Oklahoma Tax 
Commission. All statistics, tables and data relating to effects of exemp- 
~~ =, Oklahoma are taken from Bulletin No. 18, unless otherwise 
indicated. 
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State-wide Valuation Losses 


KLAHOMA found that there were 181,164 

homesteads in the state of an average assessed 
valuation of $1,156. The 1935 valuation of all tax- 
able property in the state was $1,233,781,471. By 
computing the effect of various amounts of exemp- 
tion it was found that this total would be reduced 
as follows: 


Amount of Exemption Percentage of Reduction 


$ 500.00 6.2% 
1000.00 10.1 
1500.00 12.4 
2000.00 13.9 
2500.00 14.8 
Complete Exemption 17.0 


Interpreting these percentage figures in terms of 
losses, we can see that if complete exemption of all 
homesteads had been in force in 1935, it would have 
exempted 17% or less than one-fifth of all taxable 
property in Oklahoma. On the other hand, while 
a $500.00 exemption would cause a loss only of 6.2%, 
increasing the exemption to $1,000.00 would raise 
this percentage of loss to 10.1%, while an increase 
to $2,500.00 would raise it only to 14.8%. In other 
words, nearly as much additional valuation would 
be taken off the rolls by raising the exemption from 
$500.00 to $1,000.00 as there would he if it were in- 
creased from $1,000.00 to $2,500.00. The real 
significance of these figures is that they prove be- 
yond argument that most of the homesteads in Okla- 
homa would be practically tax-free if a $1,000 
exemption were in force and that increasing the 
amount to $2,500 would not be of any particular 
benefit to small home owners. It may be that re- 
search in other states will bring out the fact that 
the average homestead in their states has a much 
higher or a much lower valuation than those in 
Oklahoma, but the same principle will apply. 

The average assessed valuation is seldom the same 
as the actual market value for sale purposes. In 
boom times, high-value property is customarily un- 
dervalued when assessed for taxation while in times 
of depression, these same properties may be given 
an arbitrary value because they have no actual mar- 
ket value. On the other hand, low-value property is 
assessed at a figure near its true value only if the 
tax rates are high. Otherwise, in order to obtain 
enough revenue from low rates, these properties 
must be assessed in excess of their actual value. 


Analysis of Valuation Losses 


O SEE the practical effects of homestead ex- 
emptions in more detail, the state-wide figures 
must be broken down and analyzed for their effect 
on the principal units of local government, namely, 
counties, cities, towns and school districts. 
Valuations in seventy-seven counties of Oklahoma 
were studied and it was found that while a $1,000 
exemption would produce a state-wide loss of 10.1%. 
forty-two counties would suffer a greater than 
average loss. Out of these forty-two counties hav- 
ing greater than average losses, those most affected 
would lose from 15.3% to 19.9% of their total tax 
base. Thirty-two of the remaining thirty-five coun- 
ties lost less than the state-wide average of 10.1% 
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and their losses ranged between 3.7% and 8.3% of 
their total taxable valuations. Only three out of the 
seventy-seven counties had a valuation loss corre- 
sponding to the state-wide average. 


County Tax Base Losses 


Percentage of ‘Tax Tax Base Loss 


Amt. of No. of Base Loss State-wide 
Exemption Counties Minimum Maximum Average 
$1,000.00 42 15.3% 19.9% 10.1% 

33 3.7% 8.3% 
2 10.1% 10.1% 
7 


School Districts 


KLAHOMA has a large number of rural and 

urban school districts, all of which depend on 
ad valorem property taxes for their support. Other 
states, like Utah, having a comparatively small 
number of school districts will not face the same 
problems. A good idea of the situation in Okla- 
homa can be obtained by glancing at the following 
table listing the effect of homestead exemptions 
upon the seventy-seven rural school districts oper- 
ating in one county alone. The percentages indicate 
the proportion of total assessed valuation (tax 
base) which will be lost. The number of districts 
affected by each amount of exemption is shown be 
neath that amount.® 


REDUCTION IN ASSESSED VALUATION IN RURAL 
SCHOOL DISTRICTS IN PAYNE COUNTY, 
OKLAHOMA 


Showing Number of Rural School Districts |.osing Various 
Percentages of Total Assessed Valuation at 
Various Exemptions 


(Number of Districts Under Each Exemption Amount) 
Per Cent of 


Valuation Loss $500 $1,000 $1,500 $2,000 $2,500 Complete 
Under 5% 16 8 6 6 


6 6 

5-10% 44 9 6 5 5 4 
10-15% 14 25 10 5 5 5 
15-20% 1 22 22 13 9 6 
20-25% 2 10 17 23 22 23 
25-30% 1 9 11 14 10 
30-35% 4 8 6 10 
35-40% 2 1 2 5 6 
40-45% 1 2 2 2 
Over 45% 1 Zz 3 5 
Total ae 77 77 a7 77 77 


Summarizing the data given in this table, it states 
that a $500 exemption will take away between five 
and ten percent of the total assessed valuations of 
nearly two-thirds (44) of these seventy-seven rural 
school districts, while less than one-fifth (14) will 
lose between ten and fifteen percent of their tax 
base. However, if the exemption is fixed at $1,000 
instead of $500, then the losses of all the districts 
will increase in an interesting fashion. Whereas at 
a $500 exemption, only fourteen districts lost as 
much as fifteen percent of their tax base and one 
lost up to twenty percent, and two up to twenty- 
five percent, doubling the exemption will cost 25 
districts up to fifteen percent of their tax base. 
This explanation can be simplified somewhat by 
considering the proportionate increases both in the 
amount of exemption and amount of losses. 


5Table 11, p. 59, Report of Investigating Committee of Utah Gov- 
ernmental Units, October, 1936. 
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Doubling the exemption from $500 to $1,000 
causes valuation losses of between ten and fifteen 
percent in nearly twice as many school districts 
(14-25) but in the higher brackets, twenty-two times 
more districts will stand to lose between fifteen and 
twenty percent (1-22), and the number losing up 
to twenty-five percent will be five times greater 
(2-10). This ratio of increase does not hold true 
when the exemption is raised by $500 steps to $2,500. 
In other words, school districts will suffer a tre- 
mendous reduction in revenue because fifty-seven 
out of seventy-seven will lose at least ten percent 
and in some the loss will be as much as twenty-five 
percent of their tax base. 


There is bound to be a wide variation in losses 
between individual school districts in the same 
county. 
while in others more than one-half of the assessed 
valuation will be wiped out by an exemption of 
$1,000 or more. 


These figures point to a new problem that will 
be encountered in any state supporting its rural 
schools by property taxation. Financing of rural 
school districts pauperized by removal of large 
amounts of taxable property will have to be solved. 
The Oklahoma report stated emphatically that ex- 
penditures for school purposes could not be reduced 
as many public schools were barely functioning on 
their present income. Part of the solution is a legal 
problem since the furnishing of state aid directly to 
local governments sometimes is forbidden by state 
constitutions. The rest of it is an administrative 
problem requiring the consolidation of weak dis- 
tricts with adjacent ones having a stronger financial 
position or increasing the size of the units support- 
ing schools. Instead of a large number of compara- 
tively small districts, each supporting independent 
schools, it may be more advisable to have schools 
financed on a county basis or even financed and 
administered by a centralized state agency. It is 
sufficient here to call attention to the fact that 
homestead exemptions will create a serious school 
financing problem.® 


City Valuation Losses 


HILE most cities and towns derive a certain 

amount of revenue from other sources such 
as license fees, or from operating power plants or other 
utilities, the ad valorem property tax still remains 
their chief source of funds. It is only the larger 
cities that can count on license revenue from ciga- 
rettes, beer or liquor as a large factor in their in- 
come calculations. Also, relatively few cities have 
enough revenue from municipally operated power 
plants or other utilities to dispense with their entire 
poset tax levy. It must be assumed, therefore, 
that all cities will be affected to some degree 
by homestead exemptions. The problem then, is 
whether the larger or smaller cities will feel these 
effects most. The Oklahoma survey points out that 
in small cities homesteads form a larger proportion 
of total taxable valuations than they do i in the larger 
communities. Industrial centers will be affected 





® Pages 4-9, Bulletin No. 18, Oklahoma Tax Commission. 


Some of them have no homesteads at all, 
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very little since most of their tax base consists of 
business and industrial property. For example, in 
cities of 100,000 or over, only 9.1% of the total as- 
sessed valuation will be lost, while in cities of 5,000 
or less, the average loss will be 19% of their tax 
base. While the percentage of loss in large cities 
will be smaller, homesteads located there are more 
valuable than those in smaller communities so the 
taxpayer in cities of 100,000 or over actually will 
receive a larger cash reduction on his tax bill. 


Local Valuation Losses Summarized 


SUMMARY comparing the valuation losses of 
the various local governments is presented in 
the following table: 


Valuation Losses of Local Governments 





Amount of Exemption———————. 
$500 $1,000 $1,500 2,000 $2,500 Complete 


Counties 7: ..--*6.2% 10.1% 12.4% 13.9% 14.8% 17.0% 
Cities & Towns ......-. 8.9 13.6 16.1 17.4 18.2 20.7 
Urban School Dist. ... 7.1 11.0 13.2 14.5 3.2 17.4 
Rural School Dist. .. 5.1 8.8 11.4 3.2 14.3 16.4 


—Percentages indicate proportion of tax base exempted at each amount. 


This table indicates plainly that there will be a 
wide variation in losses between the different units 
of local government. The causes of this variation 
are numerous, but it is clear that the greatest loss 
of tax base will occur whenever 


(1) Real estate owned by the occupants 
forms the greater part of taxable valuations. 


(2) Where the assessed value of home- 
steads equals or exceeds the amount of the 
exemption. High value homesteads occur more 
frequently in prosperous agricultural regions 
than in the mining counties or oil fields; con- 
sequently, these regions will suffer the greatest 
valuation losses. 


(3) In estimating assessed valuation losses 
for cities and towns, it is to be expected that 
larger cities will lose a smaller proportion of 
their tax base because they generally have 
fewer owner-occupied homes than cities with 
populations of 5,000 or less.? 


Proportion of Homesteads Exempted 


HE next step in analyzing the practical effect 

of homestead exemptions is to find the pro- 
portion of homesteads that will be completely freed 
from taxes at varying amounts of exemption. 


In 1935, there were 181,164 homesteads in Okla- 
homa of an average assessed valuation of $1,156 
which were entitled to exemption. More than half 
(59.3%) of these properties will become totally 
exempt in 1937 and 1938 because the Oklahoma 
Legislature has followed the tax commission’s 
recommendation and adopted $1,000 as the amount 
of exemption.’ However, it is interesting to notice 
the percentages of complete exemption that would 
be produced by other amounts. 


5 7Pages 10-22, incl., Bulletin No. 18, Oklahoma Tax Commission. 
8 Sec. 2, H. B. 3, enacted by Extra-ordinary Session of 16th Legis- 
lature, Oklahoma, 1937, 
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Amount of Exemption of 


Exemptions All Homesteads 
$ 500.00 36.6% 
1000.00 59.3 
1500.00 73.2 
2000.00 81.9 
2500.00 87.4 


A striking comparison can be made between the effect 
of a $1,000 exemption on all taxable valuations in 
the state and its effect on the total valuation of 
homesteads. The state-wide loss of taxable valu- 
ations would be 10.1 percent, while 59.3 percent of 
all homestead valuations would be released from 
taxation, except to pay outstanding debts. If the 
exemption were increased to $1,500, then complete 
tax freedom would be granted to approximately 
three-fourths of the entire group of homesteads. 


Distribution of Exemptions 


N WHICH section of a state will there be the 

greatest number of exemptions? Will there be 
more and larger exemptions in cities than in rural 
districts? From the standpoint of the number of 
homesteads exempted, cities will show a better re- 
sult than rural sections. At an exemption of $1,000, 
the Oklahoma Tax Commission estimated that while 
the state-wide average of all homesteads in cities 
and towns becoming completely tax-exempt was 
65.7 percent, yet in cities and towns located in 
27 counties, all homesteads would be more than 90 
percent tax-free; in fact, the actual percentages 
range from 94.9 percent to 99.9 percent of complete 
exemption. This is true because city homesteads 
are fewer in number and generally less valuable 
than those in rural sections. The buildings in a city 
may be worth more than the average farm home 
but the value of farm lands usually is greater than 
that of city residence lots. Furthermore, because of 
the larger value of rural homesteads, their owners 
will receive the greatest cash benefit from an ex- 
emption of $1,000. Thus a city homestead assessed 
at an $850 valuation would be totally exempt while 
a farm homestead in the same county assessed at 
$1,500 would be only three-quarters exempt. How- 
ever, since the same rate applies to both home- 
steads, the former would receive a credit or reduction 
equal to the amount of taxes produced by extending 
the current rate against the exempt $1,000 of valu- 
ation. In other words, he would have to pay only 
25% of his former property tax bill. This means 
that the county governments and rural school dis- 
tricts would lose more tax revenues than the cities 
and is one of the strangest results occurring from 
the exemption of homesteads. More homesteads are 
completely tax-exempt in the cities, but the greatest 
loss in tax revenues will be found in the rural sec- 
tions.® 


Another interesting point is that in smaller cities, 
the average assessed valuation of homesteads is so 
low that a $1,000 exemption will remove practically 
every one of them from the tax rolls. In the larger 
cities, those having a population of 10,000 or more, 
homesteads are more valuable so that an exemption 
of $1,000 would still leave some portion of their 





* Pages 1-9 and table on p. 51, Bulletin No. 18; Oklahoma Tax 
Commission. 
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assessed valuation subject to taxation. Naturally, 
the losses of revenue will be larger in cities of 10,000 
population or over, but small communities will feel 
the loss more keenly since they will lose practically 
all of their tax revenue. Of course, no harmful 
effects will follow if adequate funds are substituted 
from some other source. 
The following table shows the effect of a $1,000 
exemption on: 
(1) Total assessed valuations of all home- 
steads in Oklahoma, and 
(2) The total assessed valuation of all tax- 
able property in cities grouped according to 


size.'° 
Proportion 
Proportion of All 
of All Taxable 
, No. of No. of Avg. Assess.Homesteads Property 
Population Cities Homesteads Valuation Exempted Exempted 
Over 100,000 ~ «@ 23,685 $1,644 49.3% 9.1% 
25,000-100,000 2 5,865 1,209 63.0 14.1 
10,000- 25,000 13 16,646 1,042 68.5 16.6 
5,000- 10,000 21 12,973 921 74.5 16.5 
2,500- 5,000 30 10,374 726 82.5 19.1 
2,500 or less... .. 32,533 485 90.1 19.0 


Revenue Losses Estimated 


INCE the state government in Oklahoma does 
S not levy any property tax, the local govern- 
ments will be the only ones affected by revenue 
losses. A total of $23,033,634 in taxes was levied in 
1935-36 for support of these units in the following 
proportions: 


Unit Amount of Taxes 
Counties of $8,593,313 
Cities : ; Lei see 
School Districts 12,166,594 


The exemption of $1,000 of the assessed valuation 
of homesteads which was fixed as the standard for 
Oklahoma by the recent session of the legislature 
will cost all local governments a total of $2,394,877 
in taxes. This table illustrates the division of losses: 


Amount of Proportions in Which 


Unit Taxes Lost Loss Is Shared 
es $ 866,330 36.2% 
Oa it ae 229,279 9.6 
School Dists. ......... 1,299,264 54.2 


It is quite obvious that the largest share of the 
loss will be borne by school districts. This is so 
because many of the school districts contain a large 
number of valuable homesteads which will use the 
full amount of the exemption." 


One of the reasons for the loss to cities and 
towns being such a small proportion of the total 
(9.6%) is that fifteen out of the 68 cities having 
more than 2,500 population levied no property tax 
at all in 1935-36 because the income from munici- 


pally owned power plants supported all government 
functions. 


Utah Survey 


RIOR to the adoption in 1936 of an amendment 
to the Constitution of Utah, exempting home- 
steads, a survey was made to determine the probable 
10 This table is a combination of the tables on p. 52 & p. 4-9, Bulle- 


tin No. 18, and Table 17, p. 85, Bulletin No. 18. 
" Pages 10-22, incl. Bulletin No. 18, Okla. Tax Commission. 
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effects of a $2,000 maximum exemption of homes 
and homesteads and $300 for personal property. 
Many of the conclusions advanced in the report of 
the investigating committee are similar to those 
given in the Oklahoma report. For instance, the 
greatest losses of revenue will occur in the forty 
Utah school districts. They spent over fifty percent 
of all property tax revenues collected in 1935 and 
consequently would share the total loss in tax reve- 
nues in the same proportion. If a very broad defi- 
nition of the term homstead is used, allowing the 
taxpayer to select any property regardless of occu- 
pancy, and if an exemption of $2,000 on real estate 
and $300 on personal property is assumed, the total 
revenue loss for state and local governments would 
be $4,538,900. By limiting the definition of a home- 
stead to the house and buildings actually occupied 
by the owner and confining the $300 exemption to 


household furnishing, this loss would be cut down 
to $1,691,800. 


The loss in revenue arising from any exemptions 
of homesteads in Utah would be shared in the fol- 
lowing proportions.” 


Proportionate Share of 


Unit Lost Revenues 
oe eee 7.0% 
COMMUTES... 5c nese: 19.4% 
Cities . ere 22.1% 
IGS bs cc Sis cd ow 51.5% 


Notwithstanding the recommendations of the in- 
vestigating committee that a very narrow definition 
of the term “homestead” and “personal property” 
should be adopted, the 1936 session of the legis- 
lature voted a broad exemption of $2,000 in assessed 
value for a home or homestead and $300 in assessed 
valuation of personal property.’* This measure was 
vetoed by Governor Blood on the ground that it 
“drys up the wells of revenue.’’* 


As in Oklahoma the greatest burden of tax losses 
falls on the schools and the poor districts suffer 
more in proportion to their taxing capacity than the 
richer ones. 


Also, wide variations in losses were shown in 
comparing the results of applying various defi- 
nitions of homesteads to the tax base of individual 
counties. If the homestead were to include all of 
the properties, whether used for farming, business, 
or as a residence under a common ownership, the 
following variations would be shown in selected 
Utah counties : #4 


1935 Assessed Percentage Lost of 
County Valuation Total Valuation 
ee A eee $ 4,736,908 26.2% 
Boxel@der .......65¢. 33,222,666 12.0% 
eee 22,141,868 31.9% 
Daggett ... ore 367,944 42.1% 
Kane eee vax 1,433,058 60.8% 
Summitt ............ 14,977,940 10.0% 


On the other hand, by defining the homestead as 
the house and buildings occupied by the owner, and 


2 Report, Investigating Committee of Utah Governmental Units. 
Only a brief summary of this material is given here. 

13H. B. No. 19, 1936 session. 

4 Veto message of March 23, 1937. 

4a Information in these tables was summarized from a series of 
charts on pages 7 to 35 inclusive of the Utah Report, supra. 
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by excluding land from the exemption of $2,000 in 
assessed valuation, this result was brought about in 
these same counties: 


1935 Assessed Percentage Lost of 
County Valuation Total Valuation 
Beaver ......... $ 4,736,908 2.5% 
Boxelder 33,222,666 0.8% 
Cache 22,141,868 10.1% 
Darwett «....:. 367,944 7.6% 
IN: cic d ogc eiww eee 1,433,058 14.6% 
SuUmiMte .... cos 14,977,940 2.9% 


No matter how narrow the definition of home- 
stead is made, there are still wide variations be- 
tween the different counties. This, too, was found 
to be the case in Oklahoma. 


Florida 


CONSTITUTIONAL amendment providing for 

an exemption of $5,000 of assessed value of every 
homestead in Florida was adopted in 1934. To be 
entitled to benefits under the law, homestead owners 
must be heads of families who are citizens of and 
reside in the state of Florida. 


It was estimated that this amendment reduced 
the total amount of taxable property by approxi- 
mately 15% amounting to $384,000,000. Predictions 
have been made that eventually all residence prop- 
erty in Florida will be exempted from taxation be- 
cause the courts consider that a purchaser under a 
sales contract has a sufficient interest to support a 
claim for homestead exemption.’® 


Kansas 


STIMATES have been made of the effect 
in Kansas of proposed legislation exempting 
$1,500 to $2,500 of the assessed valuation of home- 
steads. Here, too, it was found that the definition 
given to “homesteads” would make a great deal of 
difference in the amount of losses. A broad defi- 
nition and a $1,500 exemption would take away 
13.67% of the total revenue from the property tax 
or about $6,135,000. The narrowest definition would 
produce a minimum loss of 8.20% or $3,675,000. If 
the amount of exemption were raised to $2,500 the 
maximum loss would be 19.45% or $8,729,000 while 
the minimum loss would be 12.69% or $5,698,000. 
When the losses were divided on a percentage 
basis among the state and local governments, the 
results paralleled those found in Oklahoma and 
Utah. Again, school districts have to bear the 
greatest percentage of loss. In terms of percentages, 
the loss is distributed as follows :'° 


Percentage Borne of 


Unit Total Loss 
State er, 7.42% 
Counties 31.25% 
Townships 4.28% 
Cities 13.92% 
Schools .. 43.13% 





© Bulletin of The American Legislators Association, May 6, 1935. 
Condensed from Table 7, page 56, Report of Utah Inv. Com- 


mittee, which is based on Research Report No. 41 of Kansas Legis- 
lative Council. 
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Mississippi 
HAPTER 191 of the laws of Mississippi, 1934, 
granted homestead exemption from state taxes 
fixing the valuation at $1,000 and the land area at 
a maximum of 40 acres which had to be used as 
a permanent place of residence by the head of a 
family. According to the 1930 census, there were 
149,708 owner-occupied homes, of which 84,676 were 
in rural regions and 65,032 in urban districts. How- 
ever, the June, 1935, report of the Mississippi State 
Tax Commission stated that only 92,560 homes, or 
62% of all those eligible, had applied for and ob- 
tained exemption during the first year the law was 
in force. Of this number, 55,392 were rural home- 
steads and 37,058 were urban. In short, only about 
65% of all rural homes and 38% of urban homes 
eligible for homestead benefits took advantage of them. 
While this disparity between the census and one 
year’s actual experience indicates to some extent 
that homestead exemption laws may not be as bene- 
ficial to home owners as anticipated, nevertheless, 
the Mississippi report offered certain explanations. 
This reduction in the actual number of the home- 
steads exempted might be due to any one or all of 

these causes: 


(a) Homesteads were defined differently in 
the 1930 census than in the Homestead Law. 


(b) The depression caused a large shift in 
ownership between 1930 and 1935. Titles were 
transferred in foreclosure proceedings to banks, 
insurance companies and other financial insti- 
tutions holding mortgages which were not eli- 
gible for exemption. 


(c) Indifference or lack of an understand- 
ing as to application of the law may have been 
responsible for some owners not claiming ex- 
emption. 


One of the highlights of homestead exemption 
experience in Mississippi is that the average value 
of homesteads was found to be $518 as compared 
with $1,156 for Oklahoma and $1,655 in Iowa. Thus 
an exemption of $1,000 would give almost all home- 
steads in Mississippi complete protection. In spite 
of the extremely low value of homesteads, averag- 
ing $714 in urban and $386 in rural sections, the 
1935 session of the Mississippi legislature increased 
the amount of exemption from $1,000 to $2,500, and 
the area from 40 to 100 acres. Obviously no possible 
benefit can occur to the small homeowner.” 


Iowa 


N March 26, 1937, a Homestead Tax Exemption 

Act went into effect in the State of Iowa. This 
law really should be called a tax relief measure, be- 
cause it provides for the establishment of a home- 
stead credit fund into which an estimated $11,550,000 
in revenue will be diverted from the proceeds of 
the income and sales taxes. The maximum exemp- 
tion is $2,500 of the assessed valuation of every 
owner-occupied home, but the actual value of the 
exemption will depend entirely upon the amount in 


17 P. 60, Report of Utah Investigating Committee. 
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the Homestead Credit Fund available each year for 
distribution as a credit against the property tax. 

Considerable information as to the effect of home- 
stead exemptions is contained in the report on a 
“Tax Survey” made by the Iowa State Planning 
Board. In 1935, a similar law was vetoed by Gov- 
ernor Herring and the exemption of homesteads be- 
came a political issue in the 1936 campaign. This 
study was undertaken for the purpose of gathering 
concrete data on the subject. The report of the 
l’lanning Board represents the only complete digest 
of the effects of homestead exemption in a mid- 
western agricultural state. Although the recent law 
differs in some respects from the bill vetoed in 1935, 
much of the information in the report is still useful 
and should be of particular value to tax administra- 


tors in those states which have a large proportion 
of farm land. 


The total real property tax levied in 1933 was 
more than $16,000,000 and the total assessed valu- 
ation of all real estate was over $1,206,275,632. A 
homestead is defined by law to be an owner-occu- 
pied house and forty acres or less of contiguous 
land in rural taxing districts, and one-half acre or 
less in urban districts. There are a total of 157,841 
homesteads in the 50 Iowa counties analyzed, with 
an average assessed valuation ot $1,655. Of these, 
102,520 homes are in cities and 55,321 in rural dis- 
tricts. Homesteads in cities and towns were found 
to have an average assessed valuation of $1,461 
while those in rural districts had a much higher 
valuation of $2,013. This compares favorably with 
an average assessed valuation of $518 for Missis- 
sippi homesteads and of $1,156 for Oklahoma. The 
comparison is not entirely accurate because some 
part of the disparity can be accounted for by dif 


ferences in the definitions of homesteads in these 
states?§ 


An exhaustive analysis was made of the effect of 
various amounts of homestead exemptions in 50 
lowa counties and the averages obtained are thought 
to be applicable to the entire state, as these 50 coun- 
ties contain about 48% of the total assessed valu- 
ation of the state and are in all sections of Iowa. 
The studies of exemptions in Oklahoma and Utah 
showed the effect of assessed valuations of all real 
property and of all homesteads in their respective 
states. The Iowa study goes one step further and 
shows the actual number of homesteads totally and 
partially exempt at different amounts ranging from 
$500 to $3,500 and the proportion of each group to 


the total number of homesteads in these 50 coun- 
ties.!® 


No. of No. of 

Homesteads Percentage of Homesteads Percentage of 

Amount of Partially Total No. of Totally Total No. of 

Exemption Exempt Homesteads Exempt Homesteads 
$ 500 139,392 88.3 18,499 Ei 
1000 107,494 68.1 50,397 31.9 
1500 78,699 49.8 79,192 50.2 
2000 56,614 32.1 107,277 67.9 
2500 26,224 16.6 131,667 83.4 
3000 11,899 y ee 145,992 92.5 
3500 6,545 4.1 151,346 95.9 


” St: tistical information is taken from the tables on pages 5 and ¢ 
of the report on the Tax Survey issued by Iowa State Planning Board 
February, 1937. 

19 The statistical information in this table was taken from the “county 
total table” on page 7 of the Iowa Tax Survey report, but it has been 


rearranged and explanatory labels added for the purposes of this illus- 
tration. 
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According to this table a flat exemption of $1,000 
would give total freedom from taxes to 50,397 home- 
steads which is approximately one-third of the total 
number of homesteads; a $1,500 exemption would 
totally release over 50% of all homesteads. An ex- 
emption of $2,500 of the assessed valuation would 
make 83.4% of the total number of homesteads 
completely tax exempt. 

The amount of credit or refund which any tax- 
payer can receive under the Iowa law is limited to 
twenty-five mills ($.0025) on each $1.00 of eligible 
homestead valuations. This means that homestead 
owners living in taxing districts where the tax rate 
is higher than the prescribed maximum of twenty- 
five mills will be credited only with the amount of 
taxes produced by applying this maximum to the 
exempted portion of the assessed valuation of their 
homesteads, but in no case could the amount of the 
refund or credit exceed the amount of taxes due. 
Therefore, in districts having a lower tax rate than 
this maximum of twenty-five mills on the $1.00 the 
amount of refund will be measured by the current 
local tax rate. Any excess funds which cannot be 
credited or refunded to homestead owners must be 
returned to the Homestead Credit Fund for redistri- 
i ition the following year.*° 


Factors Affecting Revenue Losses 


O FAR in reviewing the revenue and valuation 
losses experienced or anticipated through the 
operation of Homestead Exemption Laws in several 
different states, it has been demonstrated that losses 
vary widely and a few of the factors affecting such 
losses have been mentioned. 


Definition 


OTH the Utah and Oklahoma reports stressed 
the point that revenue losses can be controlled 
by the definition given to a “homestead.” If a 
“homestead” is considered to be any one of several 
properties owned by the same person and selected 
by him at the time of claiming exemption, the loss 
of tax revenue may fluctuate widely depending upon 
the choice he makes. That is, his residence, his 
farm, his vacant lot or a piece of business property 
may be selected as the “homestead” and it is to be 
expected that the owner would choose the most 
valuable property he has so that the greatest possi- 
ble amount of the allowable exemption would be 
used. But until he nominated a particular parcel 
for exemption, there would be no way of predicting 
the extent of valuation and revenue losses that 
might be suffered by the county, city and school 
districts in which such property was located. This 
definition is too broad and uncertain and is not 
likely to be adopted widely. 


There is a second definition which still allows 
selection by the owner, but limits the exemption 
benefits only to improvements and leaves the land 
on which the house is built subject to taxation. 
This would cut the losses considerably, but there 
are still other ways of defining a homestead. 





See S. F. 184, 47th General Assembly of Iowa, 1937, amending 
Section 6943-F63, Code of 1935. 
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A third plan extends exemptions only to owner- 
occupied properties used for residence purposes. 
The value of both land and buildings would be 
included, but the revenue losses would be less than 
in either of the other preceding arrangements. 


Finally, the narrowest of all definitions of a home- 
stead would be only the house and buildings used 
and occupied as a residence by the owner. The land 
on which the house was built would not be exempt. 


So, it can be seen that the first problem in framing 
a law for the exemption of homesteads is to agree 
upon an acceptable definition. Many states would 
have little trouble on this score as they could adopt 
the same meaning for tax exemption purposes as is 
used in granting immunity from levies or attach- 
ments by creditors to satisfy unpaid judgment debts. 
Other states might find these definitions too broad 
to be taken over bodily into a Homestead Exemp- 
tion Law. Each state must work out that phase of 
the matter for itself." 


Proportions of Taxable Property 


NE of the principal factors responsible for the 
wide variation of revenue and valuation losses 
between counties, cities and school districts is the 
distribution of real estate, personal property and 
public service corporation properties in relation to 
all taxable properties located in each of the units. 


Where there are a large number of mines, oil 
wells, power plants, railroads, dams and other pub- 
lic service corporation properties, the exemption of 
homesteads has no appreciable effect on tax reve- 
nues. The same is true in cities, counties or school 
districts where a large part of the taxable wealth 
is in the form of personal property, such as stocks, 
bonds, bank deposits, machinery or merchandise. 
It has been found that in sections where the value 
of real estate overshadows all other forms of tax- 
able wealth, homesteads generally make up a large 
proportion of this real estate. This accounts for the 
large reductions in some of the western counties of 
Oklahoma which are devoted mainly to farming. 


Also, the value of homesteads is important as a 
greater proportion of the taxable valuation is re- 
moved in high value sections than in poorer ones.”* 


Home Ownership 


OSSES will vary directly in proportion to the 

number of families owning their own homes. 
Large industrial cities generally have only a small 
portion of their total assessed valuation in home- 
stead properties. As cities decrease in population, 
it has been found that the proportion of homes to 
all other types of property becomes larger. There- 
fore, small cities will lose more taxable valuation 
and will feel revenue losses more keenly than large 
cities. School districts in rural regions will feel it 
the most as home ownership is almost universal in 
these sections. In areas where tenancy predomi- 

(Continued on page 440) 


21 See pages 4 and 5 and charts pages 7-35, Utah Report supra. 
22 Pages 1 to 4, Oklahoma Report supra. 





Liability of U.S. Corpora- 
tions and Business Firms 
to the British Income Tax 


By H. ARNOLD STRANGMAN* 


N GENERAL, American corporations and busi- 
ness firms may become chargeable to United 
Kingdom income tax either (a) through owner- 

ship of income-producing assets in the United King- 
dom, or (b) by doing business in the United 
Kingdom. As regards (a) the income from the fol- 
lowing income-producing assets will be considered : 
Stocks, Bonds, Real Property. 


Stocks 


NCOME tax at the full “Standard” rate in effect 

at the time of payment of a dividend on stock is 
deducted from each individual dividend warrant or 
cheque. For example, if an American corporation 
or business firm owns 100 shares of stock of South- 
ern Railway, having a par value of 100 pounds each 

total par value 10,000 pounds ($50,000)—on which 
a dividend of 2 per cent is paid, the gross amount 
of the dividend would be 200 pounds ($1,000) ; how- 
ever, income tax at 4 shillings and nine pence 
(4/9d.) in the pound—the “Standard” rate for the 
year 1936/37—in amount 47 pounds 10 shillings 
($237.50) would be deducted at the source by the 
Southern Railway, and the American company 
would actually receive a cheque only for the net 
amount of 152 pounds 10 shillings ($762.50), and no 
claim for refund could be made for any portion of 
the amount of such income tax deducted. 


Bonds 

ped erp vi on bonds registered as to both princi- 
pal and interest is payable by cheque, income tax 

at the full “Standard” rate in effect at the time pay- 

ment is made being deducted therefrom in the same 

manner as for dividends on stocks. Income tax is 

deducted from coupons of bearer bonds when they 





* Accountant, Los Angeles, Calif. 


Authors Note.—Since this paper was prepared the “‘standard”’ rate 
of Income Tax for 1937/38 has been increased from four shillings and 
nine pence (4/9d) to five shillings (5/—) in the pound. 
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are presented for payment in the United Kingdom. 
Interest on the following British Government securi- 
ties is exempt from United Kingdom income tax 
where the beneficial ownership is in a person, corpo- 
ration, or business firm not ordinarily “resident” in 
the United Kingdom: 


4 per cent Funding Loan: 

4 per cent Victory Bonds: 

34% per cent War Loan: 

2% per cent Treasury Bonds (1937). 


No other securities whatsoever are exempt from the 
income tax with the exception of National Savings 
Certificates ; however, these certificates are primarily 
intended as an investment for individuals, and they 
cannot, therefore, be held by “Registered Compa- 
nies, Public Bodies, or Firms.” Where bearer bonds 
of exempt securities are owned, coupons must be 
forwarded to the United Kingdom for collection, 
accompanied by a declaration, executed by the 
owner, in respect of his non-residence in the United 
Kingdom, in order to obtain payment without deduc- 
tion of income tax. If coupons are paid into a bank 
in the United States for collection, the owner must 
execute the declaration as to his non-residence in 
the United Kingdom, and the bank must certify that 
the owner of the bonds is a client of the bank, and 
state where the coupons (which must be listed) ac- 
companying the declaration are being transmitted. 


Real Property 


LL REAL property in the United Kingdom 1s 

given a valuation by the authorities for the 
purpose of the “Property Tax,”—Schedule “A” of 
the Income Tax. This valuation is generally known 
as the “Gross Annual Value,” and is based upon the 
rental that would be received if the property were 
leased to a tenant. Re-valuations are made every 
five years, the year 1936/37 being a year of re- 
valuation and all property will be re-assessed during 
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this vear. A “statutory” allowance for repairs is 
made, as follows :— 


ER 6 Seaesd cs ih sane ue One-Eighth of Gross An- 
nual Value. 
HOUSES :— 
Gross Annual Value Allowance 
Up to Forty pounds............ One-Fourth of Gross An- 
nual Value. 
Forty to Fifty pounds.......... Ten pounds. 


Fifty to One Hundred pounds. .One-Fifth of Gross An- 
nual Value. 

Over One Hundred pounds..... Twenty pounds, Plus One- 
Sixth of Gross Annual 
Value in excess of One 
Hundred pounds. 


Should the actual cost of repairs, etc. be in excess 
of the statutory allowances for repairs, repayment 
of tax may be claimed on the amount of the excess 
of the average cost of repairs during the past five 
years over the amount of the statutory allowance. 
For example, if the gross annual value for the year 
1936/37 is 100 pounds: Repairs allowance 20 pounds: 
Actual cost of repairs :— 


rrr £ 18 
| er eee 19 
are ree 19 
a ere 18 
a ey ere 66 
£140 
Average cost of repairs for the five 
BE Sheree ta tS ind hater se £ 28 
Statutory allowance.............. 20 
Repayment may be claimed of the 
| rere reer ee £ 8 


Gross annual value, less the statutory allowance 
for repairs, is the net annual value. In the absence 
of arrangements with the authorities by the owner 
of real property for the property tax to be assessed 
to him, it is assessed to the tenant or occupant of 
the property at the full “standard” rate upon the 
net annual value, and must be paid by him, in full, 
on January 1 of each year. The amount of the rent 
paid by the tenant forms the basis of the assessment 
in the event that the premises are let on lease within 
seven years. The tenant is allowed to deduct the 
amount of the tax paid by him from his next rent 
payment; and, generally speaking, if this deduction 
is not made from the rent paid next after the pay- 
ment of the tax the occupant or tenant loses the 
right of deduction. 

The property tax is a tax upon the ownership of 
property; however, as shown in the foregoing, in 
most cases the tenant or occupant actually pays the 
tax and deducts it from his rent, so that the owner 
really bears it. In the following cases, the owner 
is assessed direct and the occupier pays no property 
tax on the property : 


(a) Houses having an annual value of less than 
10 pounds. 

(b) Lands and tenements let for less than one 

year. 

(c) Houses let in tenements. 

(d) Where the owner elects to be assessed. 
Therefore, if real property in the United Kingdom 
is owned by a person, corporation or business firm 
in the United States, property tax on the net annual 
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value, or rental income, would have to be paid there- 
on either directly by the owner, or indirectly 
through deduction from rent of the amount of the 
tax paid by the tenant. 

If an American corporation or business firm actu- 
ally conducts operations in the United Kingdom it 
is liable to income tax upon the profits which arise 
as a result of such operations in exactly the same 
manner as a resident concern. Furthermore, it is 
also chargeable to United Kingdom income tax in 
respect of remittances received from the United 
States. In this connection, however, it is important 
to mention that only. remittances of income are 
subject to taxation: remittances of capital are ex- 
empt. In the matter of establishing the nature of 
remittances, 7. e. capital or income, to the satisfac- 
tion of the authorities, the burden of proof is upon 
the taxpayer. The question whether a particular 
sum remitted represents capital or income can only 
be decided when the full facts of the case are avail- 
able, and is primarily one for the determination of 
the Income Tax Commissioners. 

Corporations and business firms are subject to the 
same rate of income tax as individual taxpayers; 
however, they are not entitled to any of the allow- 
ances which may be claimed bv individuals. 

Incomes of individuals in excess of 2000 pounds 
($10,000) are subject to the surtax; however, sur- 
tax does not apply to corporations or ’ business firms. 

Income tax on corporations and business firms is 
charged normally on the profits of the preceding 
year. The Revenue authorities, however, accept the 
accounting period used by the business. For exam- 
ple, if a business has made it a practice to have its 
accounts prepared each year to June 30, then the 
assessment on business profits for the year 1936/37 
will be based on the profit reflected in the accounts 
for the year ended June 30, 1935. 

The production of proper accounts is necessary in 
order that the correct assessment of a business may 
be made; and, in fact, they are generally insisted 
upon by Inspectors of Taxes. Of course, Inspectors 
cannot legally demand the production of accounts; 
however, it is to the taxpayer’s advantage to furnish 
them, otherwise, in all probability, an excessive 
assessment will be made, the cffect of which will be 
to compel the taxpayer to furnish proper accounts, 
more or less in self-defense. A Trading Account, a 
Profit and Loss Account, and a Balance Sheet, prop- 
erly certified by a qualified accountant, usually suffice. 

The income tax is assessed upon the statutory net 
profit, which is the net profit shown in the accounts, 
plus any items charged therein which are not 
allowed as charges for income tax purposes, such 
as income tax paid, depreciation, etc., and less any 
credits included in the accounts which are not sub- 
ject to taxation, such as dividends, etc. received 
which have already been taxed by deduction at the 
source. The following expenditures are not allowed 
for income tax purposes for corporations or business 
firms: 

Domestic or private expenses. 
Drawings by proprietors. 
Expenses of a capital nature. 
Improvements to premises. 


losses not connected with trade or profession. 
Income tax paid. 
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Penalties for law-breaking. 

Depreciation. 

Rebuilding premises. 

Ixpenses not wholly and exclusively for the purpose of 
trade or profession. 

Loss of interest due to employment of money as capital. 

Debts other than bad or doubtful debts. 

Any sum recoverable under an insurance contract. 


Rent or assessed valuation of property which is not used 
for business. 


The following expenditures are allowed for income 
tax purposes for corporations or business firms: 
Advertising ; but not the original cost of permanent signs, etc. 
Bad and doubtful debts 
Bank interest and other short loan interest 
l‘oreign income tax 
Insurance for business purposes 
Legal expenses for recovering debts, and in connection 

with other non-capital business matters 
Light, heat, water, etc. 

Telephone and telegraph 

loss of stock by fire, ete. 

Removal expenses for stock; and for the whole business 
where removal is compulsory 

Renewals, where no wear and tear allowance is claimed 

Repairs to premises, but not including improvements or 
alterations 

Wages, salaries and pensions paid to employees and past 
employees or their dependents 

Rent of business premises 

Net annual value of premises owned and which are used 
solely for business purposes. Gross annual value is 
allowed for mills and factories 

Cost of replacement of machinery, plant, tools, motors, 
furniture, fittings, etc.; but not to include the cost of 
improvements or additions 

Wear and tear allowance on machinery, plant, motor cars, 
furniture, etc. based on written-down value. No rates 
are specified in the Acts. This matter is left to the 
discretion of the local Tax Commissioners. In the deter- 
mination of rates, the type and use of machinery, plant 
etc. is taken into consideration. To the rate allowed by 
the Commissioners, one-tenth of the amount of the 
allowance granted may be added, e. g. automobile costs 

300 pounds in 1936. Rate of wear and tear allowance 

granted, assumed to be 20 per cent. Allowance for 

1936/37, 20 per cent of 300 pounds, or 60 pounds, plus 

one-tenth of 60 pounds, or 6 pounds. Total wear and 


tear allowance 66 pounds. 

Losses incurred in a business (trade or profession) 
may either (a) be carried forward into any year 
within six years of the tax year in which the loss 
arises and set-off against the first available profits, 
or (b) repayment of the tax on the loss may be 
claimed by the taxpayer (whether a company or an 
individual) provided sufficient tax on income has 
been paid to cover the amount of the loss. If there 
is any balance of loss in respect of which the tax 
cannot be repaid, this may be carried forward for 
six years. For example, if a company suffers a loss 
of 5000 pounds, but has income from dividends in 
amount of 1000 pounds on which it has paid income 
tax by deduction at the source, the company is 
allowed a claim for the tax on this 1000 pounds to 
be refunded. The balance of the loss amounting to 
4000 pounds can be carried forward. Where more 
than one business is operated under the same owner- 
ship, the loss from one business may be offset 
against the profit of another business, viz. :— 


Business “A” has a profit for the taxable year 
in amount £500 

Business “B” has a loss for the taxable year 
in amount . Tee 300 
Net Profit ; .... £200 
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The tax would be assessed on the 200 pounds net 


profit representing the excess of the profit of busi- 
ness “A” over the loss of business “B.” 


Partnerships 


SSESSMENTS on partnerships are made in 
the name of the firm. From the joint income 
is deducted the amount of the allowances to which 
the individual partners are entitled, and the tax is 
payable by the firm. In the event of failure by the 
firm to pay the tax, however, the whole amount 
may be recovered by proceedings against any one 
of the partners. 
The following example is given to show the com- 
putation of statutory net profit: 


Net profit for the year ended June 30, 1935, 


per accounts .... Tee aes ee eee £ 5000 
Add: 

ENCGME IAG PAN... do oho cee oes £ 200 

Office furniture purchased Aer 30 


Improvements to premises............ 70 
Depreciation on machinery— 











10 per cent on & 1500... . .. 2... wc ccns 150 450 
£ 5450 
Deduct: 
Wear and tear allowance on machinery 100 
Dividends on which tax has been paid 
by deduction at the source... ..... 150 250 
“Statutory” net peomt............... £ 5200 





As previously stated, the assessment is based upon 
the net profit for the preceding year. Therefore, 
in the above example the profit for the year ended 
June 30, 1935 would be chargeable to income tax for 
the year 1936/37 at the rate of 4 shillings and 9 pence 
(4/9d.) in the pound, or 2334 per cent. 5200 pounds 


($26 000) at 4/9d. in the pound amounts to 1235 
pounds ($6,175). 


Conclusion 


N CONCLUSION, the author would state that 

he has, from time to time, come across various 
persons in the United States who are under the im- 
pression that an American citizen is not subject to 
deduction of British income tax from dividend war- 
rants, interest cheques, etc. received as a result of 
ownership of British securities. It is hoped that this 
article makes clear the fact that the four British 
Government securities enumerated are the only Brit- 
ish securities, the income from which is exempt from 
United Kingdom income tax, when the ownership 
is in persons, corporations, or business firms not 
ordinarily “resident” in the United Kingdom.  In- 
come from all other securities owned by _ non- 
residents is subject to income tax at the full standard 
rate. Residents in the United Kingdom are not 
given this privilege, the only tax-exempt income for 
them being interest on National Savings Certificates 
(allowed as an investment for individuals only), and 
interest on deposits in building societies up to a 
limited principal amount of about 5000 pounds 
($25,000), provided the society has entered into an 
agreement with the Revenue authorities whereby it 
is allowed to pay this interest free of tax. 

















Distinction between Salesmen, Agents 
and Independent Contractors 


Determination 


of status under 
the Social Se- 
curity Act 


By WILLIAM M. 
LAYMAN* 





‘¥ 


HE problem of distinguishing between services 
performed by salesmen, agents, manufacturers’ 
representatives, other special representatives, 

and independent contractors is complicated in many 

cases because of the difficulty of applying the law 
to the particular facts involved. Many relationships 
of this nature have been continued over a period of 
years without a thought having been given to their 
technical nature from the legal standpoint. Under 
the Social Security Act, however, a determination 
of status must be made and any such determination 
must begin with the Social Security Act and the 
regulations issued thereunder. The distinction in 
the regulations is drawn merely as to employees 
and independent contractors. Concerning the em- 
ployer-employee relationship, Article 205 of Regu- 
lations 


90 and Article 3 of Regulations 91 are 
quoted in part as follows: 
“Generally such relationship exists when 


the person for whom services are performed has 
the right to control and direct the individual 
who performs the services, not only as to the 
result to be accomplished by the work but also 
as to the details and means by which that re- 
sult is accomplished. That is, an employee is 
subject to the will and control of the employer 
not only as to what shall be done, but how it 
shall be done. In this connection, it is not 
necessary that the employer actually direct or 
control the manner in which the services are 


performed; it is sufficient if he has the right to 
do so.” 


What and How 


| ie IS clear that the employer-employee relation- 
ship exists if the employer has the right to con 
trol and direct the employee concerning the manner 


* Certified Public Accountant, Chicago. 
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of performing the work which is to be done, as well 
as to dictate what shall be done, but it is not always 
easy to distinguish between the employer’s control 
over what shall be done and the manner in which 
it shall be done, for so often the specific perform- 
ance of a particular piece of work is very closely 
related to, if indeed it’ is not altogether inseparable 
from, the manner in which the result is to be ac- 
complished. The distinction between what and how, 
then, must be made on the basis of facts in each 
case where the question arises, interpreted in the 
light of pertinent laws and regulations. 


State Acts as a Guide 


N SOME cases it seems possible that the status 

for purposes of the Federal Social Security Act 
might be different from the status established by 
the state laws. Conflict is almost certain to result 
from the strict application of Regulations 90 and 91 
as quoted above, for in some states rules have been 
adopted which would specifically exempt from state 
tax certain compensation taxable under the Federal 
Act, and some inconsistent rulings have already oc- 
curred. In this connection, it should be stated that 
there can be little, if any, tax advantage or saving 
involved in the exemption from state tax of com- 
pensation which is subject to the Federal tax. 


Since the status of an employee may not always 
be established by the state acts, except for purposes 
of the state tax, and since the regulations must be 
interpreted in the light of facts attending particular 
cases, we must look elsewhere for guidance in 
this problem of determining the status of such re- 
lationships as are presented by salesmen, agents, 
manufacturers’ representatives and other services or 
working arrangements which are different from or 
beyond the usual routine employment situation. 
| -erhaps the best source of legal precedents for such 
cases is to be found in the many decisions which 
have been rendered in negligence and Workmen’s 
Compensation cases. 


Workmen’s Compensation 
Status as a Guide 


T IS a well established rule in compensation and 

negligence cases that where the relationship of 
master and servant exists, the relationship is not 
that of independent contractors. Generally speak- 
ing, if a person is an employee within the meaning 
of a Workmen’s Compensation Act, he is also an 
employee under the Social Security Act. This is not 
always a satisfactory answer to our problem, how- 
ever, because it is not always possible to make a 
clear distinction of status for compensation pur- 
poses without taking the case to court for adjudi- 
cation, as will be noted in the following statement 
by an Iowa court: 
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“No hard and fast rule can be made as to when one 
undertaking to do work for another is an independent 
contractor or an employee, within a Workmen’s Com- 
pensation Act... but each case must be determined upon 
its own facts.’’’ 


Of all the factors which have been considered by 
the courts in establishing the status of individuals 
as employees or as independent contractors, none 
seems to have had more influence than the right of 
the employer to terminate the employment and to 
discharge an employee. The concensus of judicial 


opinions seems well expressed in the following de- 
cisions : 


“This power of the employer to terminate the employ- 
ment at any time is a strong circumstance tending to show 
the subserviency of the employee, since it is incompatible 
with the full control of the work usually enjoyed by an 
independent contractor. Perhaps no single circumstance 
is more conclusive to show the relationship of an employee 
than the right of the employer to end the service whenever 
he sees fit to do so.’”? 


“No single fact is more conclusive as to the effect of 
the contract of employment, perhaps, than the unrestricted 
right of the employer to end the particular service when- 
ever he chooses, without regard to the final result of the 
work itself.” * 


“The power to discharge has been regarded as the test 
by which to determine whether the relation of master and 
servant exists. While it is not the sole test, it is the best 
test upon the question of control.” * 


“By virtue of its power to discharge, the company could, 
at any moment, direct the minutest detail and method of 
the work. The fact, if a fact, that if it did not do so is 
immaterial. It is the power of control, and not the fact 
of control, that is the principal factor in distinguishing 
a servant from a contractor.” ® 

“The real test by which to determine whether a person 
is acting as the servant of another is to ascertain whether, 
at the time when the injury was inflicted, he was subject 
to such person’s order and control, and was liable to be 
discharged by him for disobedience.” ° 


Another interesting, and similar, point was raised 
in the case of the Fidelity and Casualty Company v. 
Industrial Accident Commission, 216 Pac. 578, in 
which the court said: 


“One of the means of ascertaining whether or not this 
right to control exists is the determination of whether or 


not, if instructions were given, they would have to be 
obeyed.” 


A binding contract is another characteristic of 
the independent contractor relationship. The Ohio 
Appellate Court said in the case of Snodgrass v. 
Cleveland Co-operative Coal Co., 31 Ohio App. 470: 

“The term ‘independent contractor’ presupposes the ex- 
istence of a binding contract between the parties, for a 
breach of which a cause of action arises. There can be 


no relationship of ‘independent contractor’ without the 
existence of such binding contract between the parties.” 


The form, measurement, method, or designation 
of compensation is immaterial if the relationship of 
employer-employee in fact exists. In some compen- 
sation cases, however, the form of compensation has 
been considered as evidence of the nature of the 
relationship. For example, if a man hires another 
to do a piece of work at a specified wage, the em- 

1 Ruby Arthur v. School District, 228 N. W. 70 


2 Press Publishing Company, 210 Pac. 820. 
3 Cochran v. Rice, 26 S. D. 393. 





4 Messmer v. Beli, 133 Ky. 19. 
5 Franklin Coal & Coke Co. v. Ind. Comm., 296 Ill. 329. 
6 Western Metal Supply Co. v. Pillsbury, 172 Cal. 407. 


ployer-employee relationship exists. If, however, the 
same two men agree that the same piece of work 
shall be done at a specified price under contract 
relating only to results to be obtained, the relation- 
ship is that of an independent contractor under the 
Workmen’s Compensation laws of several states. 


The furnishing of tools is still another character- 
istic of an employer within the provisions of the 
Workmen’s Compensation Act in some states. 


Other tests which have been applied under the 
Workmen’s Compensation laws of the various states 
in determining whether the relationship is that of 
an independent contractor are, (1) the independent 
nature of his business or his particular work, (2) 
his employ ment of assistants with the right to 
supervise their activity, (3) his obligation to furnish 
the necessary tools, supplies, and materials, (4) his 
right to control the progress of the work, except 
as to final results, (5) the time for which he is em- 
ployed, (6) the method of payment, and (7) whether 
the work is part of the regular business of the em- 
ployer. 


Some recent decisions of state courts in compen- 
sation and negligence cases involving salesmen are 
interesting. In one such case,’ a salesman was 
held to be an independent contractor when he used 
his own car, worked on a commission basis only, 
had no obligations as to time of doing his work, no 
requirement to report to the company whose goods 
he was selling, and was accountable for none of the 
details as to the routes traveled or manner of work- 


ing, or in any other way subject to the control of 
the company. 


In another case,’ a salesman for an oil company 
who worked on commission, delivered gasoline, made 
collections, opened new accounts, and otherwise 
represented the company, was held to be an em- 
ployee even though he had his own choice of daily 
routes and customers he called on each day. 


Income Tax Status as a Guide 


HE status of an individual for purposes of Fed- 

eral income taxation may be helpful in establish- 
ing his status under Titles VIII and IX of the Social 
Security Act. For example, the Board of Tax Ap- 
peals said in one case: 


“The services rendered by petitioner are those of a pri- 
vate contractor; it is neither an officer nor an employee 
of the State of Washington or any of its political sub- 
divisions.” ® 

There are many other interesting income tax deci- 
sions concerning the status of taxpayers, some of 
which are: Metcalf & Eddy v. Mitchell, 269 U. S. 
514; Lewis v. Commissioner, 47 Fed. (2d) 32; Edel, 
15 B. T. A. 768, and Burnet v. McDonough, 46 Fed. 
(2d) 944. 


A decision of the courts or the Board of Tax 
Appeals in an income tax case may not necessarily 
determine the status of an individual or an employer 
under the Social Security Act, but it is to be ex- 

7 Hayke v. Drees et al., 286 N. Y. S. 38 


8 Heisey et al., v. Tidewater Oil Co., ct al., yy + = lees 922. 
® Suburban Transportation System, 29 B. 11 
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pected that such a decision would be recognized and 
given due weight in determining the status of the 
persons affected under the Social Security Act. 


Some Federal Rulings 


T WAS recently held by the Bureau of Internal 
Revenue that book reviewers who are paid by 
a publishing company for each book reported upon 
are employees of such company, and the remunera- 
tion paid must be included in computing the com- 
pany’s taxable payroll under Titles VIII and IX of 
the Social Security Act. This ruling disregarded 
the fact, as stated in the ruling itself, that there 
is no supervision of the company as to the manner 
in which the work of these book reviewers is done. 
Apparently, the taxable status in this case was 
decided on the grounds that the compensation was 
paid on a piecework basis, and because of a continu- 
ing relationship between the company and the book 
reviewers. It would be interesting to know why the 
Bureau did not consider these book reviewers as 
independent contractors having a more or less fre- 
quent or continuing relationship as contractors in 
respect of each book submitted to be reviewed. On 
the basis of reported facts, it appears very doubtful 
whether these book reviewers could be considered 
as employees under a Workmen’s Compensation 
Act. It also appears that this ruling may be in con- 
flict, to some extent at least, with the regulations 
and with a prior ruling given in the case of country 
correspondents of newspapers. 


In the case of the newspaper correspondents, the 
facts are that the newspaper may request a corre- 
spondent to secure a particular story or news item, 
although the correspondent is not required to do 
so, in which event the newspaper has no remedy 
except to refuse to have further dealings with the 
correspondent. The newspaper has no control over 
the correspondent, and in most cases it is left entirely 
to the judgment of the correspondent as to what 
news items they submit. The newspaper may either 
accept or reject these news items, and payment is 
made only for those items accepted and published. 
The ruling in the case of the newspaper corre- 
spondents seems in complete harmony with the 
regulations and with the rules for determining the 
employer-employee relationship as established in 
Workmen’s Compensation and negligence cases. 


Another interesting employer-employee relation- 
ship was ruled upon by the Bureau of Internal Rev- 
enue on January 11, 1937, in the case of newsboys. 
In this‘ruling it was held that where the newspaper 
has no right to control or direct the newsboy with 
respect to his services, either directly or indirectly, 
and the newsboy purchases papers and re-sells them 
in such a manner and at such time and place as he 
chooses, retaining as his profit the difference be- 
tween the purchase price and the selling price, the 
newsboy is an independent contractor. In cases 
where the newsboy is subject to direct or indirect 
control of the newspaper as to such matters as the 
route to be served, the territory in which newspapers 
should be delivered, the time of delivery, and the 
customers to whom delivery should be made, and 
the carrier or newsboy is required to render state- 
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ments of the amounts owed by customers or paid 
by them from time to time, the newsboy is in the 
relationship of an employee, irrespective of the fact 
that he may be charged with a certain amount each 
month for the newspapers delivered to him, and 
although he re-sells the papers and receives for his 
services only the difference between the amount col- 
lected from the sale of papers and the amount paid 
by him for the papers. 

In another ruling it was held that employees per- 
forming services under the direction or supervision 
of an agent for the. employer, in the department 
or division of the company’s business entrusted to 
the agent, are employees of the company even 
though such employees do not appear on the com- 
pany’s payroll and are paid by the agent of the 
company out of the gross amount received by him 
from the company in payment for the entire services 
rendered by the agent and the employees of the 
agent. The agent, in this case, was held to be an 
employee of the company, not an independent con- 
tractor, and since he was an employee of the com- 


pany, his employees were also employees of the 


company. 


In the case of an athletic stadium, the stadium 
company was held to be the employer of persons 
engaged on a commission basis to sell peanuts, pop- 
corn, and similar merchandise, and of carpenters 


who perform repair work in the stadium on a per 
diem basis. 


A retail department store was held to be the 
employer of the demonstrator of the merchandise 
of a particular manufacturer if the store hires the 
demonstrator and has the right to control the serv- 
ices performed, the manner of performance, and the 
right to discharge the demonstrator without recourse 
to the manufacturer. In such a case, however, if 
the manufacturer hires the demonstrator, controls 
the activities, and pays the remuneration, the manu- 
facturer is the employer. 


In another case the lessee of a department in a 
store who hires and pays the employees in that 
department was held to be the employer, even 
though his employees must conform to the rules and 
regulations of the store. 


A recent ruling of the Bureau of Internal Revenue 
indicated a disposition on the part of the Bureau 
to accept for purposes of the Social Security Act, the 
determination of a state commission dealing with 
Workmen’s Compensation. The case involved was 
that of a Missouri Corporation which engaged a 
truck and a driver at a specified amount per load 
to haul stone from its quarry to its river loading 
dock. The payment in this case covered services 
and the use of equipment, and the problem involved 
was to distinguish the amount of the total payment 
which should be considered as wages from the 
amount which should be considered as payment for 
the use of equipment. The Bureau in this case in- 
dicated that allocation on a reasonable basis would 
be acceptable in determining the amount considered 
as wages, and indicated a willingness to accept the 
decision adopted by the Missouri Workmen’s Com- 
pensation Commission if such allocation should be 
made on a reasonable basis. This ruling will be of 
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interest in many cases where salesmen, agents, or 
manufacturers’ representatives own and operate 
their own cars and are paid either on a salary or 
commission basis for services and the use of their 
equipment. 


Insurance Agents and Salesmen 


1 HAS been held in many compensation cases 
that the right of insurance companies to terminate 
the contract and discharge their salesmen, solicitors, 
and agents is sufficient to warrant the holding that 
the salesmen, solicitors, or agents, should be classi- 
lied as employees and not as independent con- 
tractors. The situation may be different when the 
company does not have such rights, as will be noted 
from the following decision in American Savings Life 
Insurance Co. v. Replinger, 60 § 


S. W. (2d) 115: 


“The right of control of the means of doing the work, 
or want of it, is the determinative factor when considering 
the relationship in such cases, for one who has no right 
of control in this respect over another ought not to be 
required to respond in damages for his acts. The uncon- 
troverted facts are, the insurance company had no right 
of control over the acts of Owens (the salesman) other 
than as to the result of his work.” 

These decisions may be of interest in all cases 
where the relationship is similar to the relationship 
of an insurance agent to his company. The Internal 
Revenue Department has, however, made a special 
rule concerning general agents and solicitors of in- 
surance companies, holding such agents and solicitors 
to be employees when the following facts are in- 
volved: 


1. There is a continuing relationship between 
the parties. 

2. The agents are required to devote their 
entire time to the business and to act exclu- 
sively for the company. 

3. Business transactions completed by agents 
must be made in accordance with the rules of 
and the instructions from time to time given 
by the company, and in a manual of instructions. 

4. An allowance is made the agent for pay- 
ment of clerk hire, telephone, office rent and 
other expenses of the agent, particularly when 
such allowance may be increased, reduced, or 
discontinued at the will of the company with- 
out the approval or agreement of the agent. 

5. Agents are required to make such reports 
and accounts as the company may from time 
to time designate. 


Determination of Status 
in Particular Cases 


HETHER the relationship of employer and 

employee or of independent contractors exists, 
will in doubtful cases be determined upon an exami- 
nation of the particular facts of each case. The 
basis for distinguishing between employees and in- 
dependent contractors as outlined in Article 205 of 
Regulations 90, and in Article 3 of Regulations 91 
follow very closely the well established rules which 
are recognized by the courts in Workmen’s Com- 
pensation cases. Both of these Regulations em- 
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phasize the fact that the right to control not only 
what shall be done but how it shall be done is a 
right characteristic of an employer; that the right 
to discharge is an important factor in establishing 
the status of an employer, and that other character- 
istics of an employer are the furnishing of tools 
and of a place to work to the individual who per- 
forms the services. 

The Regulations recognize that individuals per- 
forming services as independent contractors are not 
employees. TPhysicians, lawyers, dentists, veteri- 
narians, contractors, public stenographers, auc- 
tioneers, and others who follow an independent 
trade, business, or profession in which they offer 
their services to the public, are recognized as inde- 
pendent contractors and not employees. 


Salesmen, agents, manufacturers’ representatives, 
and other special representatives are also independ- 
ent contractors if the basis upon which they are 
engaged is such that their independent status may 
be clearly established. The facts for consideration 
in this connection are fairly well indicated in the 
court decisions and in the Regulations which have 
been quoted. Some states, however, have adopted 
the use of questionnaires in order to elicit the facts 
upon which determinations are made in particular 
cases. Perhaps the best of these questionnaires has 
been prepared by the State of California, and con- 
tains the following questions: 

1. Do you exercise any authority over the means and 
methods by which the services are rendered? 


2. If, for any reason, you do not exercise such authority, 
do you have the right to do so? 


3. If the services are not performed to your satisfaction, 
do you have the right to direct the methods by which said 
services shall be performed? 


4. Do you retain control of the premises upon which 
the services are rendered? 

5. Do you furnish the materials, appliances or machines 
(used) in the performance of services? 


6& May the worker hire his own assistants in the per- 
formance of the services? 


7. Are the above assistants subject to your control? 

8. Do you pay for the services of such assistants? 

9. If you do not pay for the services directly, do you 
pay for them ultimately? 


10. Does the worker have the absolute right to control 
the manner in which such services are performed by as- 
sistants hired by him? 


11. Do you have the right to discharge the worker or 
any of his assistants? 

12. If the worker incurs any expense in the performance 
of his services, do you reimburse him? 

13. May the worker terminate his services at any time? 

14. Must the worker conform to prescribed hours of 
employment? 

15. Is the worker free to perform other employment for 
other persons during the course of the business day? 


16. Has the worker any discretion as to the place in 
which the work is to be performed ? 


17. May you direct the place in which services are to 
be performed? 


18. May the worker delegate the performance of serv- 
ices assigned to him to others of his own choosing? 

19. What is the mode of payment for services rendered? 

20. Is the worker’s name entered on your payroll? 

21. Are the services performed in the usual course of 
your commercial activities? 


(Continued on page 439) 





TALKING SHOP 





Lwinyg Gulluwu), -». 2. 


LEWIS GLUICK, C.P.A.. SHOP TALKER 


Taxes 
HE NATIONAL LEGIONNAIRE which 


reached us May 21, has on page four a squawk 
about the fact that the American Legion is subject to the 
Social Security taxes on its employees, and to the 
Indiana Gross Income Tax. What’s more, it pro- 
poses to do something about it; and we’ll bet some- 
thing will be done. People in New York City are 
still suffering from a 2% sales tax, while their neigh- 
bors in Jersey got rid of a similar nuisance in a few 
months by setting up a holler, and never quitting; 
so that the governor had to call a special session of 
the legislature to repeal the hated impost. If you 
want taxes repealed or reduced, you must do more 
than just gripe. If you are a world war veteran, join 
the Legion. 
x ok 
Not since T. D. 4422, have we seen anything 
so provocative of work for accountants as G. C. M. 
18245. The difference is that the latter involves many, 
many, small items, and in most cases it will be 
easier to ignore them. Segregating every sale of 
stock into capital and stamps is some job (373 CCH 
{| 6273). 
+7 
If any of your clients sell insurance, they can col- 
lect premiums from customers, and commissions for 
themselves more rapidly, if they know about the case 
of DeBlois, District Court of Massachusetts, May 
11, 1937 (374 CCH { 9297). 


* * x 


To the tens of thousands of New Yorkers who 
have gone swimming at Far Rockaway the case of 
Roche’s Beach, Inc., 35 BTA No. 140 (374 CCH 
{ 7150) will have a personal appeal. The law is 
relatively unimportant; the findings of fact are 
surprising. 

* * * 

For many years we have seen in the classified 
columns of the New York Times and other papers, 
little ads about how heirs could get ready cash for 
their interests in estates. But we never knew just 
how the thing was worked until we read the case of 
Korn, 35 BTA No. 138 (374 CCH J 7148). 


* * * 


413 


“The petitioner is an attorney.” 

“Decision will be entered for the petitioner.” 

Both the foregoing are from the Kopple case, 35 
BTA No. 136 (374 CCH { 7146) and they form a rare 
combination, 

HE following comes from the New York Journal 
of Commerce of May 17: 


Earnings Prospects 


“Continuation of the corporate surtax on undis- 
tributed profits should have some interesting effects 
on the long term trend of investment common stocks, 
it is predicted in financial circles. For one thing, if 
those companies which had been in the habit of 
expanding their business through ploughing back a 
substantial portion of their earnings are forced to 
issue new stock from time to time, a steady dilution 
of earnings available for the common equity will 
take place, and the larger dividends, instead of lead- 
ing to higher prices for these equities, should, over 
the longer term, have a depressing effect. The recent 
sharp reaction in shares of companies announcing 
new stock issues is believed to indicate the invest- 
ment market’s appraisal of this situation.” 

* ¢ + 


Is Tax Practice Law Practice? 


This is the question that is burning up the New York 
accountants since the recent enactment of a bill which 
puts teeth into the law prohibiting the practice of law 
without a license. The new statute makes no attempt to 
define more exactly what is the practice of law; that 
is left to the courts. It may be quite a while until 
the date when adequate decisions covering the mat- 
ter are handed down. Meanwhile, wherever two or 
more accountants are gathered together it is the 
chief topic of conversation; and even the lawyers 
themselves are baffled. We know plenty of lawyers 
who know nothing and care less about tax practice; 
they leave such things to the accountants. The only 
people who are sitting pretty are the men who are 
both C. P. A.’s and lawyers, but the last we heard 
there were fewer than a thousand of them in the 


whole country. 


* * * 
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Please refer to the bottom of page 90, our February 
issue; and then to 374 CCH {§ 9326. The Circuit 
Court did not lose much time in reversing the BTA 
on the subject of “what is a hipoteca?” 


Meetings 


YALK about 5-to-4 Supreme Court Decisions, and 
‘| seven-men dissents in the BTA, get a load of this: 
At the May meeting of the New Jersey Society of 
C. P. A.’s there was a contest for the vice-presidency 
which was settled by an 88 to 87 vote. On May 25, 
we had the pleasure of hearing Dean Christian Gauss 
of Princeton speak at a meeting at the Savoy-Plaza. 
On June 9, we heard Andrew Nelson, C. P. A., deliver 
the commencement address at the St. John’s Uni- 
versity School of Commerce. On June 5, we heard 
John Finley, editor of the New York Times, speak in 
Town Hall. 


Travelogue 


N Memorial Day in White Plains, New York, a 
druggist told us this one: 


“Many years ago I was called upon to testify on 
behalf of a woman defendant who was being sued 
by a grocer. I told the J. P. that the woman had 
always paid my bills promptly. Put on the witness 
stand, she denied categorically that she had ever 
bought the things the grocer charged her with. 
When the Judge pointed out to her the itemized 
lists in the grocer’s counter book and cited to her 
the ‘shopbook’ rule, the woman merely replied, 
‘Well, I never saw paper refuse ink.’ Judgment for 
the defendant.” 


On May 20, we saw New York from the top of 
the Empire State Building for the first time. The 
occasion was the visit of an old friend from Wis- 
consin. Trust the country stranger to show a New 
York “hick” his own town. 


On June 5, in Troy, New York, we met Raymond 
Hannon, C. P. A., on business. We were in the act 
of attempting to introduce ourself to him, when we 
caught, out of the corner of our left eye, a glimpse 
of his secretary opening a copy of the June issue of 
this magazine. We stopped, took the copy from the 
astonished girl, opened it to page 344, and the intro- 
duction was over. We had a fine chat with him, 
both about the business that brought us together and 
just plain shoptalk. 


Students’ Department 


HEN in December we presented the answer 

to an examination question, we had no idea 
what a conflagration we had started. We followed 
it up in February and April, and all of a sudden we 
find it seems to be the most popular part of the 
Shop. The April New York C. P. A. exams brought 
a new crop of interesting questions; and requests, 
not to say demands, for answers. Within the limits 
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of the space we have, we shall, to the best of our 
ability, answer tax questions appearing on either 
Accounting or Bar examinations. 


Problem No. 9.—Reply to the following inquiry 
from a client: 

In assembling the figures for my 1936 income tax 
report, I find that I omitted the following transaction 
from my 1935 report and I now do not know whether 
it should have been reported in 1935 or is properly 
to be included in 1936. Nor do I know how to com- 
pute the taxable income or loss on the transaction. 
Will you, therefore, kindly give me a statement of 
the computation and your advice as to how the mat- 
ter should be handled. The transaction was as 
follows: 


In the latter part of 1915 or early in 1916, four 
other individuals and I jointly acquired the property 
at 225 Smith Street. We paid $21,000 for the land 
and spent $125,000 for the building. We invested 
$5,000 each and raised the rest of the money by loans 
which were repaid when the building was completed 
and a mortgage for $125,000 placed thereon. 


The property was rented to a tenant who, under 
the lease, paid all taxes and maintenance expenses. 
One of the parties, not myself, collected the rent, 
paid the insurance premiums and the mortgage 
interest and amortization and divided the balance at 
the end of each six months. I reported the amounts 
I received each year as income from rents in my 
tax returns. 


At the end of 1930, the mortgage had been reduced 
to $80,000 and we negotiated a new mortgage for 
$100,000 and spent the $20,000 for an addition to the 
building. In December 1935, we sold the property to 
our tenant for $200,000, $100,000 cash and $100,000 
by the purchaser’s assuming the mortgage on the 
property. On January 10, 1936, I received two 
checks, one for $20,000 representing my one-fifth of 
the selling price and one for $110.75 representing my 
one-fifth of the remaining cash balance. 


Solution to Problem No. 9— 
Dear Mr. Chient: 


Since your returns are always prepared on a cash 
basis, I believe that you should report the transac- 
tion in 1936, since you did not receive the cash until 
then. However, if the deal had been completely 
consummated in 1935, and it was mere delay on 
the part of your manager in distributing the cash 
proceeds, the Bureau of Internal Revenue may hold 
it a constructive receipt. (Regulations 94; Section 
42.) You should, therefore, before filing your return, 
obtain this data from your associate. If the doctrine 
of constructive receipt applies, an amended return 
for 1935 should be promptly filed, accompanied by 
a check for the additional tax, with interest added 
at 6% per annum from the original due date. 
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Attached to this is a statement showing the tax- 
able income to be reported. If full depreciation was 
not taken by your manager, a revised return deduct- 
ing it should be made for each year not yet outlawed. 
The 214% rate used is estimated. If incorrect, 
please advise. 

The sum of $110.75 seems to be a balance of rental 
income, and should be reported in full as such. 


Yours truly, 
A. CANDIDATE, C. P. A. 


Statement of Profit on 225 Smith Street.— 




















Roa ie CID: od... Ca aaa eae seesewe $125,000 
Cost GE Ame a... s cscs eds wis sous Sevens 20,000 
Sah ORGS 220 at ei Le ok eee ce $145,000 
Less Depreciation, allowed or allowable: 
2Y.% per annum, 1916 through 1935, 20 
OME... 22s. eer ry rrr rey $62,500 
Since the addition would not outlast the 
basic building, it would have a life of 
only 25 years. Taking nothing effec- 
tive for 1930 and 5 years more to date 
of sale, we have 5 years at 4%...... 4,000 $ 66,500 
Undepreciated Cost of Building . $ 78,500 
Acid @ost Gt Cand 66s. hire oven cee $ 21,000 
Total Net Cost of Realty Sold .......... $ 99,500 
Net Profit on Realty Sold for $200,000... $100,500 
We SN, TN boo kes ha cereanvnses $ 20,100 
Sut since the asset was held for more 
than 10 years, only 30% of $20,000 is 
taxable eee | oe Ses, ier $ 6,030 
Proof for Individual.— 
Cash Advanced Ce ee er eee .. $ 5,000 
SJorrowed (1% of $146,000) .. alee ea aaa 24,200 
Addition . ... 00... Pah a seen ae ate ae 4,000 
NN 5h hc ula aa aaa a ars .... $33,200 
RCRRCCHINOE 5 cde coe S60 8s eae eine te eee 13,300 
PREG re arene eee Ce Aare CC led ges eg eae RY ea $19,900 
Sales er ere: yr ee eee ees 40,000 
Gain . Peet eda ie Teen ee eer .... $20,100 


Live and Learn 


E resent having clients tell us how to do our 

work; especially when it comes to setting up 
astatement. But we are always willing to learn and 
here’s one that was new to our partner as well as to 
ourself. The circumstances are somewhat unusual 
but the set-up is logical. Here was a new concern, 
in business ten weeks, and barely getting into pro- 
duction. It was about to apply for a line of credit 
at the bank, and wanted a statement. The factory 
manager, an old hand at the business, estimated 
the inventory of raw materials and work in process. 
(All finished goods were being shipped as fast as 
made.) A gross profits test, applied to what sales 
had been made, resulted in a figure only four hundred 
dollars less. So the lower figure was adopted. And 
on our statement we showed “Inventory, as estimated 
by the managers, $7,600.” “No”, said the head of 
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the business. “That is too big a figure to estimate. 
Show it this way: 


Total purchases of materials, supplies and labor... $8,600 
gen igi aed nee CEs Sy ee ee 1,500 
Estimated cost thereof (according to managers). . 1,000 
IE gio 5 os crn ine Sao eens Oa ne a pie hae $7,600 


That way we are estimating on a much smaller 
figure, without changing the result.” 

Will our readers favor us with their opinion on 
this matter and even better, relate any similar 
experiences? 

. = * 


That Library! 


UDGING from comments received, members are 

more interested in having the American Insti- 
tute of Accountants move its library uptown than 
having it keep open more hours. To which our 
answer is, “Why not both? ” We have also heard 
an unconfirmed rumor that the Institute will join 
forces with the New York State Society in getting 
new quarters, bigger space, and better location. It 
strikes us as wishful thinking, but we are for it, 
100%. The stumbling block is the Institute’s realty, 
which will not be easily sold to advantage. Speak- 
ing of libraries, we had the privilege of visiting 
the J. P. Morgan library recently in company with 
several other acountants. Visitors to New York 
may get cards of admission by writing, well in 
advance, to the librarian at 29 East 36 Street. 


Motor Vacationists Will Pay 
Tax Collector 10c Per Hour 


OING on a vacation in your automobile? If 

F you are, you will pay the tax collector 10¢ per 
hour on the gasoline you use on your trip, according 
to the American Petroleum Industries Committee. 
If you travel 100 miles a day for 12 days, the tax 
collector must be given $4.32. 

The Committee points out that an automobile 
getting 15 miles to the gallon of gasoline will use 
two gallons per hour when traveling 30 miles an 
hour. Since the average tax per gallon is 5.4¢, the 
tax collector will get almost 11¢ for each hour that 
the millions of vacationists spend in their cars. 

There are about 24,000,000 passenger automobiles 
registered in the United States, and if 10,000,000 of 
them are used for vacation touring, traveling an 
average of 100 miles a day for 12 days, such vacation 
gasoline taxes will total more than $43,200,000, an 
amount that would build 8,640 miles of road at $5,000 
per mile. 

Not only will the tax collectors profit by vacation 
motor travel. It is estimated that the average daily 
expenditure per motor tourist is $7 per day. This 
money is received by hotels and tourist camps, road- 
stands, restaurants, amusement resorts, confection- 
ery and other retail stores. The volume of trade 
developed is variously estimated at several billion 
dollars. 

As a stimulant of trade, vacation travel now rivals 
Santa Claus. Growing automotive taxes, however, 
are acting as knock-out drops in the stimulant. 












































































































































IN CURRENT LE 


STATE TAXATION OF FEDERAL | 
“PROPRIETARY” INSTRU- 
MENTALITIES 


Daniel S. Malamed, Associate 
Temple Law Quarterly 


11 Temple Law Quarterly, April, 1937, 
p. 383-395 


The first cornerstone of our entire doc- 
trine of inter-governmental immunity from 
taxation is found in the decision of McCul- 
loch v. Maryland, 17 U.S. 579. 1t was there 
that Chief Justice Marshall, in holding that 
the state of Maryland could not ee a 
tax on specified operations of the National 

Bank of the United States, stated that “the 
power to tax involves the power to de-| 
stroy” and that the “states have no power 
by taxation, or otherwise, to retard, im- 
pede, burden, or in any manner 
the operations of the constitutional 
enacted by Congress, to carry into 
tion the powers vested in the 
government.” Almost a century 
struction of the Federal government by 
the unchecked withdrawal of theretofore 
sources of Federal taxation was visualized 


[:ditor, 


execu 


in the case of South Carolina v. United 
States, 199 U. 437, where the state as- 
sumed control of the liquor dispensary 


business and unsuccessfully attempted to 
asserts its freedom from Federal taxation. 

Collector v. Day, 78 U. S. 113, establishes 
the principal that a governmental instru 
mentality of a state is not subject to Fed- 
eral taxation. The fourth cornerstone is 
still a matter of future determination, for 


general | 
later, de- | 


| ful purpose, 


contr« || 
laws | 


| 


the Supreme Court has never yet extended | 


to the states the power to tax those Fed- 
eral instrumentalities whose aims and pur- 


poses are “proprietary” rather than 
‘sovernmental.” 
The present administration of the Fed- 


cral government, in order to facilitate and 
‘arry out an enormous relief program and 
Ne w Deal policies, has entered many fields 
of endeavor formerly engaged in solely 
by private ente rprise. 
trine of absolute immunity of 
strumentalities from_ state 
continued without qualification, millions of 
dollars of revenue will be withdrawn be- 
yond their reach. Property purchased to 
put these instrumentalities, agencies, and 
corporations into operation are, under the 
present law, automatically tax-exempt. 
The franchises, capital stock, and securi- 


Federal in- 


If the present doc- | 


taxation is} 








creases CALEY 


Lae eee 


all free from 
derived there- 


ties of these corporations are 
taxation, as is any income 
from. 

It is not questioned that immunity from 


taxation of the instrumentalities employed | 


by the Federal 


government serves a use- 


be granted without regard to the end 
sought to be served by the instrumentality 


or irrespective of whether the imposition | 


but it hardly follows that ab- | 
solute and unquestioned immunity should | 





of a state tax is an undue burden capable | 


of interfering with the 
the government. 


discriminatory 


free operation of 


taxation that Chief Justice 


cated that a tax on the property or income 
of the bank in common to all and without 
discrimination would have been valid. 

As an outgrowth of Marshall’s belief in 
the supremacy of the Federal government 
in all matters of taxation was his firm con- 
viction that the states did not 
similar degree of immunity. This exact 
question was not presented for determina- 
tion until years later in the case of Veazie 


Bank Fenno, 75 U. S. 533. In that case 
an obviously discriminatory tax, passed 
with the sole objective of driving state 
banks out of existence, was upheld. This 


decision can be explained in the paramount 
power of Congress to regulate the value 
of national currency, which regulation can 
take the form of discriminatory taxation. 
That this was the basis of the 

in the Veasie Bank case is substantiated 
by the fact that one year and a half later, 
in Collector v. Day, 
salary of a state judge, he being an 
strumentality” of state government, 
not subject to the provisions of a Federal 


‘in- 


|law taxing all incomes; that is, that the 
doctrine of immunity from taxation for- 
merly established in favor of Federal in- 
| strumentalities was to be extended to 


include state instrumentalities. 


As a result of the doctrine laid down in| 


Collector v. Day, there was an ever-widening 
field of exemption from taxation. The 
rush of exemption was stopped in South 
Carolina v. United States, 199 U. S. 437, 
where the Court decided that “the e xcmp- 
tion of state agencies and instrumentali- 
ties from national taxation is 


not extend to those 
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character, and does 


enjoy al,-. 
oy 151, 


the Court held that the | 


was | 


It was only special and | 


Marshall felt must be declared unconsti- 
|} tutional, when he gave his opinion in 
McCulloch v. Maryland. He clearly indi- | 





decision | 


L PERIODICALS 


which are used by the state in the carrying 
on of a private business.” 

The dicta of numerous eminent jurists, 
show that the thought has long existed 
that a Federal insirumentality whose func- 
tion was not “essentially governmental” 
should be subject to state taxation. In 
Bank of the United States v. Planters Bank 


|of Georgia, 22 U. S. 244, Chief Justice 
’! Marshall stated: 
It is, we think, a sound principle, that when a 


government becomes a partner in any trading com 
pany, it divests itself, so far as concerns the trans 
actions of that company, of its sovereign | characte 
and takes that of a private citizen. 


Mr. Justice Strong, in Union Pacific Rail- 
road Company v. Peniston, 85 U. S. 5, said: 


_ Exemption of Federal agencies from state taxation 
is dependent, not upon the nature of the agents o1 
upon the mode of their constitution, or upon the fact 
that 


they are agents, but upon the effect of the 
tax; that is, upon the cuestion whether the tax doe 
in truth deprive them of power to serve the govern 
ment as they were intended to serve it or does hindet 


the efficient exercise of their power. 


In Van Brocklin v. Tennessee, 117 U. 

the court stated that the “reasons for 
exempting all the property and income of 
a state from Federal taxation, 
equally require the exemption of all the 
property and income of the national gov- 
ernment from state taxation.” It would 
seem logical, conversely, that since the 
“all” no longer applies to state and mu- 
nicipal proprietary corporations, there is 
no reason why it should continue to appl) 


to Federal agencies. This conclusion 
seems to have been followed by the dis- 
senting views in South Carolina v. United 
| States and in Panhandle Oil Company v. 
Mississippi, 277 U. S. 218. More recently 
in the case of United States v. California, 
297 U. S. 175, Mr. Justice Stone, speaking 





limited to | 
those which are of a strictly governmental | 


for the Supreme Court, said: 

That immunity (of state instrumentalities from 
Federal taxation) is implied from the nature of ou 
Federal system and the relationship within 
state and national governments, and is equally 4 


restriction on taxation by either of the instrumental! 


ties of the other. Its nature requires that it be s 
| construed so as to allow each government reasonable 
scope for its taxing power which would be 
duly curtailed if either by extending its activities 


| ward 


could withdraw from the taxing power of the other 
subjects of taxation traditionally within it. 
Although a trend of judicial opinion to- 
holding Federal instrumentalities 
taxable by the states in a proper case !5 
thus shown, the Supreme Court has never 
expressly bound itself on this point. The 
question was squarely presented before it 
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twice in the past year, in the case of Balti- 
more National Bank v. State Tax Commission 
of Maryland, 297 U. S. 209, and in People 
ex rel. Rogers v. Graves, 57 S. Ct. 269, but 
in each case the Court avoided answering 
the constitutional question involved, plac- 
ing the decision on other grounds. 

An attempt to reach the conclusion that 
Federal proprietary corporations should 
be subject to state taxation is impossible, 
however, without at least differentiating 
the conclusions reached by the Supreme 
Court in the cases involving the taxation 
of various government-owned war-time 
corporations. Five in number, they were 
designed to expedite the financing of a 
war, the building of ships, the cutting and 
transportation of lumber, emergency hous- 
ing, and to regulate the sale of food-stuffs 
throughout the United States. There is 
no question that they were not perform- 
ing functions of a “usual governmental” 
nature, yet every attempt by the states to 
tax their property was declared unconsti- 
tutional. Particular emphasis was _ laid 
upon the fact that the corporations were 
created for the sole purpose of serving 
the United States government in its prose- 
cution of the World War, and not for any 
financial gain. Granting this to be true, 
the war-time corporations were never 
really “proprietary” in the commercial 
sense of the word, and as a result the 
rules laid down with respect to them do 
not necessarily apply to corporations cre- 
ated by the Federal government in times 
of peace and designed to supply the public 
at large with goods or services ordinarily 
supplied by private enterprise and to which 
the element of profit, direct or incidental, 
is an important consideration. 

Those opposed to extending the rule of 
South Carolina v. United States to Federal 
instrumentalities generally rely on the 
theory that the Federal government, be- 
ing a government of delegated powers, can 
constitutionally create only those instru- 
mentalities whose purposes are to carry 
out one or more of these delegated powers, 
and therefore, every such corporation 
must be “essentially governmental.” This 
argument is strictly theoretical. The 
Tennessee Valley Authority, the Federal 
Land Banks, the Home Owners’ Loan Cor- 
poration, and many other Federal agencies 
conduct such businesses as are engaged in 
privately in almost every city. 

It would seem proper and in line with 
sound economic reasoning to say that a 
Federal instrumentality is proprietary in 
nature so long as the function which it 
is serving is to supply commodities or 
services to the general public ordinarily. 
supplied by private businesses and to which 
the state taxing power normally would ex- 
tend. Such instrumentalities should be 
held subject to state taxation in all cases 
where the tax is not discriminatory and 
will not result in a direct burden on the 
Federal treasury. 


INTERGOVERNMENTAL TAXATION 


Clifford J. Hynning, Member of the 
Illinois Bar 


15 Chicago-Kent Review, March, 1937, 
p. 87-112 


Juristically, the modus vivendi of the Fed- 
eral government with respect to the state 
and local governments in the field of tax- 
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ation has been that of reciprocal immunity. 
The attempts to solve the difficulty were 
made primarily by the judiciary, although 
the problem itself was clearly not pre- 
eminently a justiciable one. The doctrine 


first arose in McCulloch v. Maryland, 4 


Wheat. 316. The Second United States 
Bank was the object of discriminatory 
state taxes. Chief Justice Marshall con- 
demned the state tax. He said: 


All subjects over which the sovereign power of a 
state extends, are objects of taxation; but those 
over which it does not extend, are, upon the 

M4 * 


soundest principles, exempt from taxation. * * 


The result is a conviction that the states have no 


power, by taxation or otherwise, to retard, impede. 
burden, or in any manner control the operations of 
the constitutional laws enacted by Congress to carry 
into execution the powers vested in the general 
government. 

At the time, the decision did not involve 
a general immunity of Federal instrumen- 
talities from state taxation. It was simply 
an immunity from discriminatory taxation. 


More than half a century passed before 


the states were to present their claim of 


reciprocal immunity and to achieve it. 
Constitutional federalism implied that 


McCulloch v. Maryland had a natural corol- 


lary for the states: If the national au- 
thority was exempt from state and local 
taxation, then, in all fairness, the state 
government, with its instrumentalities and 
subdivisions, must likewise enjoy im- 
munity from Federal taxation. This was 


announced in the case of Collector v. Day, 


11 Wall. 113, where salaries of state officials 
were held exempt from the current war- 
time income tax. 

These are the two leading cases from 
which have developed the tangled web of 
constitutional exemption from _ taxation. 
The earlier case was predicated upon a 
national theory of government, the later 
upon a states’ right theory. The result 
was far-flung exemptions from the taxing 
trocesses of vast amounts of economic 
wealth, public and private. 

The first type of Federal agency-instrumen- 
tality to claim immunity was the national 
bank, whose claim was upheld under the 
specific ruling of McCulloch v. Maryland. 
Where the agency in question, however, 
although performing Federal functions, 
was created by the state, a more difficult 
problem arose. In Clallam County v. United 
States, 263 U. S. 341, where the question 
first arose, Holmes dismissed the problem 
with the statement that “the incorporation 
and formal erection of a new personality 
was for the convenience of the United 
States to carry out its ends,” and that, 
therefore, such agency was not subject to 
state taxation. However, the present ap- 
plicability of this case has not been con- 
sidered very strong by public administrators. 
The primary factor in determining the va- 
lidity of a state tax imposed upon a pri- 
vate person or agency under contract with 
the Federal government, is the extent to 
which the imposition of such a tax will 
interfere with and unduly burden the per- 
formance of the service in question. The 
cases have long made a distinction be- 
tween a privilege or franchise granted by 
the government iv a private corporation 
in order to effect some governmental pur- 
pose, and the property employed by the 
grantee of the privilege solely for private 
business advantage. No necessitous policy 
could operate to deprive the state of juris- 
diction to tax in this latter category. 

By reason of the very nature of a con- 
stitutional system which undertakes to 











particularly when they can be used for war 









differentiate sharply the powers and func- 
tions of the state and Federal governments 
respectively, the cases presenting claims 
for state immunity have been far more 
variant and numerous than corollary asser- 
tions of Federal freedom from state taxa- 
tion. The typical judicial reaction in 
disposing of the more difficult cases is to 
develop “distinctions” which effectively 
annul or restrict the application of other- 
wise established principles to the specific 
situation, especially where, under the 
changed social and economic conditions of 
the time, a rigid application of principles 
might lead to impractical results unfore- 
seeable when the principles were initially 
formulated. The “distinction” observed 
was one adopted and elaborated from the 
law of municipal corporations where it had 
similarly arisen to “escape difficulties.” 
The items distinguished were “governmen- 
tal” and “proprietary” functions. The es- 
tablished principle of tax immunity, like 
government immunity in tort, was re- 
stricted to the strictly “governmental” 
functions. The decision in Brush v. Com- 
missioner of Internal Revenue, 57 S. Ct. 495, 
however, is clearly against the trend to 
restrict tax immunity. In that case it was 
held that a municipal utility, such as water- 
works, may be classified as governmental 
for the purpose of extending tax immunity. 


The first indication of the tendency to 
restrict the scope of the immunity an- 
nounced in Collector v. Day came in the 
case of South Carolina v. United States, 190 
U. S. 437. The State of South Carolina 
owned and operated stores used in the dis- 
pensing of liquor. The state claimed im- 
munity from a Federal excise tax levied 
on these state operations. The Federal 
tax was upheld, since the doctrine of state 
sovereignty could not be carried so far 
as to remove economic activities from the 
domain of Federal taxation through, the 
colorable device of state operation. 


In the field of inter-governmental taxa- 
tion, the problem is whether governmental 
functions or activities should be given 
preferential treatment by the fiscal systems 
in the same way as established functions 
of government are, or whether they should 
be placed on a parity with private activities 
of a similar character. These “distinc- 
tions” are employed, not for the purpose 
of explanation, but to accomplish just re- 
sults, determined on non-legal grounds. 
Without the observance of such distinc- 
tions, traditional law easily may bar de- 
sirable results. 


The distinction between “governmental” 
and “proprietary” functions has been 
spoken of as a limitation on the doctrine 
of reciprocal immunity because a corre- 
sponding distinction has not been made 
with reference to the activities of the Fed- 
eral government. Apparently all the ac- 
tivities and functions of the Federal 
government must fall into the category of 
“governmental.” At first glance, it might 
seem that such a distinction could not be 
constitutionally applied to the Federal gov- 
ernment’s activities, because by its nature 
the national government must always de- 
rive its powers from those expressly or 
impliedly granted, since it has no residu- 
ary source upon which to draw. For ex- 
ample, the Tennessee Valley Authority 
defends its constitutional status by refer- 
ences to Federal powers over navigation 
and conservation of natural resources, 
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purposes, It is theoretically not in the 
business of manufacturing and distributing 
power, although as an incident to its regu- 
lar activities, it may manufacture power. 
But a closer analysis indicates that in so 
doing the government is assuming the 
economic position of a trader disposing of 
property (electrical energy) just as much 
as South Carolina did in selling liquor. 
The only difference is that constitutional 
theory permits the state to engage directly 
in business, whereas the Federal govern- 
ment can do so only incidentally to other 
functions. 


If these distinctions of “governmental” 
and “proprietary” functions have any ob- 
jective content, then they should be ap- 
plicable to the Federal government. If, 
on the other hand, they are functional con- 
cepts through which the judiciary may 
actually determine policy before legisla- 
tion has been formulated, the problem 
should clearly be approached as one of 
policv—the relative independence of na- 
tional authority from the state and local 
interference, fiscat or otherwise. 

As the case law presently stands, there 
is an implied constitutional prohibition of 
intergovernmental taxation. As has been 
noted, this reciprocal immunity has not 
been allowed to develop without some 
modification. This modification took the 
form of a distinction between “govern- 
mental” and “proprietary” state activities, 
confining the doctrine of tax immunity to 
the former category. On the other hand, 
no such distinction has been taken with 
reference to the activities of the Federal 
government, all of which are treated as 
if they were classified as “governmental.” 
Remedial adjustment is made difficult by 
the fact that this doctrine, insofar as the 


states are concerned, has crystallized into | 


a constitutional doctrine beyond the con- 
trol of Congress. Clearly Congress cannot 
legislate concerning the imposition of Fed- 


mediate legislative relief must thus be 
partial (affecting only state taxation of 
Federal activities, and not the converse) 
and inevitably at the expense of the na- 
tional revenues. There may be a bare pos- 
sibility of securing reciprocal action by the 
forty-eight legislatures by employing the 
following device: Enact a congressional 
act permitting states and localities to tax 
all Federal activities to their fullest ca- 
pacity (aside from the problem of discrim- 
ination), provided that such states and 
localities enact similar permission for the 
Federal government to tax the state and 
its localities. This would be analogous to 
the Federal grants-in-aid made contingent 
upon corresponding state action. But 
since the taxes primarilv affected are in- 
come taxes which are found only in a 
limited number of states, few practical 
results on a nation-wide basis may be ex- 
pected to emerge out of this solution. 
large in any future adjustment of the fiscal 
relations of the Federal government with 
the states and localities loom two elements 
now undergoing rapid changes: (1) the 
method and sources of taxation, and 
(2) the larger problem of the general ad- 
justment of state and Federal relations, in 
consonance with which any solution to the 


perplexing tax problem must be worked 
out. 











THE TAX MAGAZINE 


IS THERE A SOLUTION FOR THE)! 


ILLINOIS TAX MUDDLE? 


Deneen A. Watson, Member of the 
Illinois Bar 


2 John Marshall Law Quarterly, March, 
1937, p. 327-339 


There are many reasons why Illinois has 
been classed as a backward state in tax 
legislation and why reform has been slow. 
The following are listed as the chief sources 
of trouble in the Illinois tax system: (1) 
an inefficient local government structure; 
(2) an extravagant local government with 
practically no control over expenditures; 
(3) a constitution which prevents an 
equitable distribution of the burdens of 
taxation, and (4) an inefficient administra- 
tive machinery for the assessment and col- 
lection of property taxes. 

Local self-government is the key to a 
successful democracy. With over seven- 
teen thousand separate taxing bodies in 
Illinois, (twelve thousand of which are 
school districts), or one-tenth of the total 
number thereof in the entire country, and 
with the tendency to create innumerable 
taxing bodies from time to time, there is 
no local self-government and no semblance 
of a system of local self-government. As 
to township and road districts, other states 
have conclusively shown that the work 
now being performed by such districts can 
better be carried forward by a larger unit. 
As to the twelve thousand school districts, 
few will disagree with the statement that 
there is no system of education in Illinois 
and that there can never be a good sys- 
tem until the functions performed by the 
numerous offices of these districts are cen- 
tralized and a wholesale consolidation of 
the districts has taken piace. It would 
seem that a good method of attacking this 
problem would be through legislation 


| which had as its objective a requirement 


that, prior to the handing out of funds to 


See | local governmental units, a study be made 
eral taxes on states and localities. Im- | 


of the efficiency of such units, with the 


| power to consolidate unnecessary and in- 


efficient local governments. 


The state of Illinois has practically no 
control over public expenditures made by 
the local governmental units. The con- 
stitutional and statutory debt and rate 
limitations are relied upon chiefly as a 
means of controlling local government 
finance. This method has proved to be 
largely ineffective because the general as- 
sembly, when constitutional and statutory 
limitations prevent a local government 
from performing what appear to be useful 
and necessary governmental functions, 
merely authorizes new taxing bodies that 
are not subject to these limitations. Some 
efforts have been made to install budgetary 
control, but uniform accounting in, and 
adequate auditing of, local taxing bodies, 
scarcely exists. If it is ever deemed ex- 
pedient to turn the control of expendi- 
tures by local governmental units over to 
some state agency, such agency must be of 
a non-partisan character and equipped to 
handle the numerous situations that might 
arise. In the meantime, it is believed that 
efforts shall be continued to install budge- 
tary control in those units of government 
which do not now have them. 

Concerning the proposition that the IIli- 
nois constitution is preventing an equitable 
distribution of the burdens of taxation, 
there can be little question. Article IX 
requires an almost entire dependence on 
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the property tax as the basis for revenue. 
This is particularly true in the field of 
local finance where about ninety-five per 
cent of all revenue is secured through this 
source of taxation. When the burden on 
real estate for the support of state and 
local governments became so great ani 
oppressive during the depression, collected 
property taxes were not sufficient to carry 
the entire load. Because of the uniformity 
clause in the constitution, many avenues 
of revenue were closed, notably a gradu- 
ated state income tax. Most authorities 
agree that ordinarily uniformity clauses 
and tax limitations in constitutions are 
unwise and that either to retain or to ex- 
tend their scope would be to retain the 
present unsatisfactory situation and per- 
haps make it worse. They believe that 
the legislature should be given a free hand 
in tax matters, subject, perhaps, to the 
restriction that there be no new taxes im- 
posed without a two-thirds vote thereon. 
If the constitution is amended to permit 
the imposition of a graduated personal 
income tax, it has been suggested that it 
should be only on the basis that the un- 
satisfactory personal property tax should 
be abolished entirely. The representatives 
of the real estate owners feel that prop- 
erty taxes, especially the tax on real estate, 
should be limited by an express provision 
in the constitution. 


There are many who believe that much 
can be done without an amendment to the 
revenue article of the state constitution. 
This is based upon the fact that the as- 
sessment and collection machinery can be 
thoroughly overhauled; that local govern- 
ment structure can be simplified; and that 
control can be exercised over local ex- 
penditures by proper legislation that may 
now be enacted under the constitution. 
While the property tax is the largest source 
of revenue, it is probably the most ineff- 
ciently administered tax in the entire sys- 
tem. This unsatisfactory condition is 
caused by (1) the smallness of the assess- 
ment units and the multiplicity of asses- 
sors due to the fact that-the eighty-four 
counties under township organization have 
an assessor in each township with an at- 
tendant lack of uniformity in assessment; 
(2) the lack of power and appropriations 
in the hands of the State Tax Commission 
to properly supervise the assessment and 
collection of taxes; (3) the lack of proper 
training for assessors, and (4) lack of fa- 
cilities for adequate and scientific assess- 
ment. The only solution is for the state 
to enact legislation that will set up effi- 
cient assessment units, which might well 
be the county. Legislation should be 
enacted that would require that assessors 
be appointed rather than elected and that 
they and their deputy assessors be under 
civil service and be removable only for 
cause. 

As a part and outgrowth of the ineff- 
cient local government structure, the ex- 
travagance in local government through 
lack of control over expenditures, the in- 
equitable tax system required under the 
state constitution, and the inefficient ad- 
ministration of the assessment and col- 
lection of taxes, there is the 
problem of tax delinquency. The tax prob- 
lem transcends all other issues in Illinois. 
and the sooner a sound program is worked 
out looking toward a solution, the sooner 
Illinois will take its place with those states 
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that now have sound and equitable tax 
~ystems. 


THE SURTAX ON UNDISTRIBUTED 
PROFITS SECTION OF THE REV- 
ENUE ACT OF 1936 - 


Lawrence. Ryan, Student, John Marshall Law 
School 


2 John Marshall Law Quarterly, March, 
1937, p. 340-350 


The corporate form of organization has 
been availed of by certain individuals as a 
shield to protect accumulations of earn- 
ings, and to prevent such earnings from 
reaching individuals. In that way those 
corporate earnings were not made subject 
to individual surtax provisions until such 
time as dividends were declared and paid 
to the shareholders. Such a corporation 
could go along indefinitely accumulating 
earnings and refusing to pay dividends, 
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and would pay only the regular corporate 
income tax. 
Section 14 of the Revenue Act of 1936, 


| which provides for a surtax of from seven 


per cent to twenty-seven per cent on un- 
distributed net income of corporations, is 
entirely new and without precedent in 
Federal income taxation. Although the 
tax could be imposed either on the cor- 
poration or on the shareholders, depend- 
ing upon whether or not dividends were 
declared, still there were other considera- 
tions which Congress had in mind and it 
was believed that the effect of the legisla- 
tion would be the declaring and paying of 
dividends to shareholders, which otherwise 
would not have been declared and paid. If 
the purpose of Congress is to cause cor- 
porations to take this affirmative step, then 
the exercise of a choice between two 
methods of paying a tax is nullified. The 
purpose is absolutely to force income into 
the hands of individual shareholders who 
will pay the tax. Can there be any doubt 
that under these circumstances corpora- 
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tions have been forced to do something 
irrespective of their judgment, control, or 
discretion? 

It is not sought here to question the 
power of Congress to levy a tax on income, 
even though it be a surtax. The proposi- 
tion resolves itself into what appears to be 
the accomplishment of objects not entrust- 
ed to the Federal government under the 
pretext of executing delegated power. A 
study of the Constitution fails to disclose 
any delegation of power to the Federal 
government in the capacity here discussed. 
The reason for the surtax provision, aside 
from revenue, appears to be to control cer- 
tain inequities and inequalities in corporate 
affairs. The provision is in effect manda- 
tory and hostile to the sovereign powers 
reserved to the states; it violates the sanc- 
tity of corporate charters and finds no 
support in the enumerated powers of Con- 
gress. The conclusion seems inescapable 
that Congress has stepped beyond the 
bounds of its powers and into the field of 
legislation reserved to the states. 





















































































































































Book Reviews 


The Valuation of Property, by James C. Bonbright. 
McGraw-Hill Book Co., Inc., New York. 1937. Published 
under the auspices of Columbia University Council for Re- 
search in the Social Sciences. pp. 1271 (2 Vol.). Price $12. 

This treatise presents the results of a research in the 
legal and economic theories of property valuation, pre- 
pared under the direction of the author and under the 
auspices of the Columbia University Council for Research 
in the Social Sciences. 

The entire field of property valuation, both in economic 
theory and under the law, is spanned and correlated insofar 
as possible. Thus the divergent problems of valuations for 
taxing, utility rate-making and non-utility price-fixing pur- 
poses are discussed under the same covers as parts of 
the same general problem and not as unrelated questions. 
The same is true with respect to the law of damages in 
general and with respect to such specialized fields as 
measurement of fire insurance losses and of values under 
the law of eminent domain; of solvency under the Bank- 
ruptcy Act; of valuation under the laws against stock 
watering; in dissenting stockholders’ suits; in mortgage 
foreclosures and corporate reorganizations; and of valu- 
ation to determine profits or surplus available for divi- 
dends. 

Valuation for tax purposes covers in detail the general 
property tax, capital stock (state and federal) and special 
franchise taxes and the unitary assessment of public utility 
and other properties assessable as going enterprises; es- 
tate and inheritance taxes; and valuation under the Federal 
Income Tax, with a separate chapter on valuation of cor- 
porate stock under the Federal Income Tax. 

The entire treatise shows every evidence of exhaustive 
research and study and at the same time is surprisingly 
interesting reading. The work is undoubtedly of perma- 
nent value both to students and to the courts and public 
authorities as a critical survey of existing law and practice 

and in this manner a sound corrective for many of the 
fallacies and inconsistencies now prevalent. Finally, the 
study is unique, and specially valuable, in its coverage of 
the entire breadth of the valuation problem, driving home 
the frequently overlooked fact that valuation of property 

for varying purposes is but one general problem with 
many ramifications.—James L. latson. 


Principles of Accounting, by Arnold W. Johnson. Far- 
rar & Rinehart, Inc., New York. 1937. Price $4. 

If the author of this next text has any degrees he has 
modestly omitted them from the title page. Also, we 
would like to know if he is a Certified Public Accountant. 
Whatever he is, he has produced a valuable text book. If, 
as a teacher in the University of Oklahoma, he can cover 
the ground in one year, he is either a better teacher, or 
endowed with better students, than we have ever met. 





“The cases in Appendix A,” says the Preface, “repre- 
sent a type of problem new to elementary texts.” We'll 
say they do; and to advanced texts also. They are ex- 
tracts from actual published reports of genuine corpo- 
rations, and give the student an idea of reality that the 
ordinary C. P. A. problem cannot convey. For example 
on page 619, after the balance sheet of the Texas Gulf 
Sulphur Company, the student is asked such questions as 
“What accounting should govern the dividends which a 
stockholder receives?” and “Do you approve of the place- 
ment which the company has given the various reserves 
on the balance sheet?” On the other hand the cases suffer 
badly from obsolescence, since none of them are dated 
since the S. E. C. took charge of corporate reports. 

We particularly like the cases from page 557 through 
560, in which actual B. T. A. cases, such as the famous 
Bonwit-Teller case, 17 BTA 1019 (371 CCH { 161.268) are 
cited. The practice sets (three for $2.25) designed for use 
with the text, are about as good as any practice sets can 
be, and better than most of them. The sad truth remains 
that the way to learn bookkeeping is to keep books; and 
no a of practice sets can equal one set kept “for 
real. 

There is rather a large amount of commercial law in 
this text, to which we have no objection. Books must be 
kept in conformity with the law. But we do not like 
pages, on which footnotes of legal citations take up more 
space than the main text as on pages 323 and 334, for ex- 
ample, where “the tail seems to be wagging the dog.” 
The index contains no reference to the Social Security 
Laws. Why these major bookkeeping hazards have been 
omitted from a 1937 work, is beyond us. Nevertheless the 
book, taken as a whole, is good enough to deserve a sellout 
of the first printing that will entitle it to a revised-up-to- 
date edition —Lewis Gluick. 


Board of Tax Appeals Index-Digest, 1 to 30. Commerce 
Clearing House, Inc., Chicago. 1937. pp. 1533. Price $12.50. 

In one volume here are organized all the official index 
digests of the decisions of the United States Board of Tax 
Appeals from August 27, 1924, when the Board promul- 
gated its first decision, until July 31, 1934. Volumes 1 to 
30 of the Board’s reports are contained in this book. The 
cases as determined by the Board are thoroughly digested 
and alphabetically allocated according to the subject mat- 
ter involved and reallocated under applicable subordinate 
headings. 


U. S. Tax Cases 36-2. Commerce Clearing House, Inc., 
Chicago. 1937. pp. 734. Price $4.50 ($3.50 on subscription). 

Official texts of all federal court decisions on the subject 
of federal taxation rendered during the latter half of 1936 
are reproduced in full. The volume is thoroughly indexed 
—enabling the use by case name, by reporter citation, by 
regulation or law section, and by topic or subject matter 
—thus facilitating instant contact with any case reported. 
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Court Decisions 


U. S. Supreme Court 


AAA Taxes—Recovery—Constitutionality of Statutory 
Provisions.—Sections 901-917, Title VII, of the Revenue 
Act of 1936, prescribing the conditions under which re- 
covery of invalidated AAA taxes may be had, are con- 
stitutional. The Court considers the following contentions 
of the petitioner: (1) That at the time it brought the 
suit, prior to the 1936 Act, it had a statutory right of action 
for recovery against the Collector, which right could not 
be destroyed without violating the Fifth Amendment; 
(2) that the remedy prescribed for the recovery of floor 
stock taxes is inadequate; (3) that the administrative pro- 
cedure provided by Section 906 for the recovery of process- 
ing taxes, involving an appeal to the Board of Review, 
precludes adequate judicial review; (4) that the condition 
for recovery set up by Section 902 demands the impossible; 
(5) that Section 907 is invalid because of the rules of evi- 
dence and presumptions established; and (6) that the pro- 
cedure set up by Section 906 is invalid. Two concurrences 
and one dissent. 

Affirming, on the grounds stated, decision by the Court 
of Appeals for the Fifth Circuit, 87 Fed. (2d) 773.—U. S. 
Supreme Court, in Anniston Manufacturing Co. v. Harwell 
G. Davis, Collector of Internal Revenue. No. 667, October 
Term, 1936. 


Gross Income—Oil Royalties to Taxpayer’s Assignor.— 
Taxpayers as assignees of an oil and gas lease are not 
required to include in their gross income for 1933, money 
paid by purchasers of the oil directly to the taxpayers’ 
assignor pursuant to the terms of the assignment. Two 
dissents. 

Affirming Circuit Court of Appeals for the Fifth Circuit, 
86 Fed. (2d) 954, reported at 374 CCH 99012, which af- 
firmed in part and reversed in part, District Court decision, 
15 Fed. Supp. 356, reported at 364 CCH Jf 9377.—U. 
Supreme Court, in W. A. Thomas, Collector of Internal Rev- 
enue v. J. J. Perkins et al. No. 824, October Term, 1936. 


Processing Tax on Philippine Coconut Oil—Constitu- 
tionality.—Section 602% of the Revenue Act of 1934, impos- 
ing a tax of 3 cents a pound on the first domestic processing 
of Philippine coconut oil, is constitutional. The Court 
discusses various contentions of the petitioners, which are 
held to be without merit. “We find the legislation to be 
free from constitutional infirmity; and there both our 
power and responsibility end.” 

Affirming judgments of District Courts, opinion as to 
one of which is reported at 374 CCH 9121, no opinion 
having been handed down as to other.—U. S. Supreme 
Court, in The Cincinnati Soap Co. v. United States. Haskins 
Bros. & Co. v. George W. O’Malley, Individually and as 
Collector of Internal Revenue for the District of Nebraska. 
Nos. 659, 687, October Term, 1936. 


Refunds—Mandamus as Remedy to Obtain.—Mandamus 
is not the proper remedy to compel the Commissioner of 
Internal Revenue to refund taxes, paid by a testamentary 
trustee on income of a trust, when the amount refunded 
would inure to the benefit of the cestui que trust, who should 
have paid the tax now barred by the statute of limitations. 
“Where the right of the petitioner is not clear, and the 
duty of the officer, performance of which is to be com- 
manded, is not plainly defined and peremptory, mandamus 
is not an appropriate remedy.” One dissent. 

Affirming decision of the Court of Appeals for the Dis- 
trict of Columbia, 85 Fed. (2d) 230, reported at 364 CCH 
{ 9293, which affirmed decision of the Supreme Court of 
the District of Columbia, reported at 372 CCH { 1139.168 
and 1733.0134—U. S. Supreme Court, in United States ex 
rel. Girard Trust Co., Trustee under the Will of John A. 
Brown, Jr., Deceased v. Guy T. Helvering, Commissioner of 
Internal Revenue. No. 285, October Term, 1936. 


Trust — Charitable Contributions — Discretionary Pay- 
ments—Limitation on Exemptions.—The terms of a trust 
provided that the trustees were to pay to charities such 
sums as would not jeopardize certain annuities. Under cer- 
tain conditions, when the net income of the trust was equal 
to twice the amount of the annuities payable, the trustees 
were further empowered to distribute such excess. It is 
held that such discretionary payments in 1931 were made 
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“pursuant to” the terms of the trust agreement and are 
deductible from gross income. It is held further, that in 
order that they may be allowed as deductions, it is not 
necessary affirmatively to show that charitable contribu- 
tions by a trust estate were actually paid out of income 
received during the year in which they were made. 

Reversing, on this issue, decision of Circuit Court of 
Appeals for the First Circuit, 374 CCH { 9017, 87 Fed. (2d) 
131, which remanded Board of Tax Appeals decision, 33 
BTA 311.—U. S. Supreme Court, in Old Colony Trust Co., 
Trustee v. Commissioner of Internal Revenue. No. 703, Octo- 
ber Term, 1936. 


Trust—Non-taxability as Association.—Trust created in 
1925, under which trustee held title to certain real estate 
during its subdivision and sale, for the benefit of certain 
named beneficiaries, was not an association taxable as a 
corporation in 1931. The Court holds that on the facts, 
“There is simply the common relation of principal and 
agent, coupled with the collateral incidents of an ordinary 
trust.” 

Reversing Circuit Court of Appeals, Seventh Circuit, 87 
Fed. (2d) 1000.—U. S. Supreme Court, in A. A. Lewis & Co., 
Main & Lincoln Ave., Subdivision, Trust No. 1523, et al. v. 
—— of Internal Revenue. No. 743, October Term, 
1936. 


Widow’s Income Taken in Lieu of Dower—Deductibility 
—Statute of Limitations—Where a widow elected to “take” 
under her husband’s will in lieu of her statutory rights, 
and paid no income tax on the amount of income dis- 
tributed to her (such income having since been held taxable 
to her), and where the statute of limitations bars recovery 
from her of the taxes, the trust, though entitled to a 
deduction for amounts paid her (under Helvering v. Butter- 
worth, 290 U. S. 365), may not recover the tax overpaid 
due to disallowance of the deduction. ‘No injustice is done 
to the trustees or the beneficiary by withholding from the 
trustees, money which in equity is the beneficiary’s, and 
which the government received in payment of a tax which 
was hers to pay.”’ One dissent. 

Sec. 275(a) of the 1928 Act, relating to limitations on 
collection, Sec. 607 of that Act relating to payments made 
after the bar of the statute, and Sec. 609 of that Act relat- 
ing to erroneous credits, have no application to the facts 
in this case. “* * * it would be an unreasonable con- 
struction of the statute, not called for by its words, to hold 
that it is intended to deprive the government of defenses 
based on special equities establishing its right to withhold 


_a refund from the demanding taxpayer.” 


Affirming decision of Circuit Court of Appeals for the 
First Circuit, 78 Fed. (2d) 136, which reversed District 
Court, 8 Fed. Supp. 354.—U. S. Supreme Court, in Robert 
G. Stone and Carrie M. Stone, Trustees under Will of Galen 
L. Stone v. Thomas W. White, former Collector of Internal 
Revenue at Boston, Mass. No. 202, October Term, 1935. 


Appellate and Lower Courts 


Additional Assessment—Consent—Effect after Board’s 
Decision.—The Commissioner is not barred from assert- 
ing a second deficiency for 1920, where, before the Board 
decision relating to his first asserted deficiency became 
final, the taxpayer executed a consent to the second defi- 
ciency. Section 274(f) of the 1926 Act, prohibiting second 
deficiencies, is inapplicable where the taxpayer expressly 
consents to the assessment and collection of the further 
deficiency.—U. S. Court of Claims, in American Paper Goods 
Co. v. The United States. No. 42617. 


AAA Processing Taxes—Recovery.—In 1933, plaintiff 
agreed to deliver to the United States Government a cer- 
tain quantity of shirting at a stipulated price of $158,000, 
such price to be increased by the amount of any new 
taxes which might subsequently be made applicable to 
such supplies. Later, an AAA processing tax of $7,655.15 
was paid by the manufacturer and passed on to the plain- 
tiff. The Government refused to pay this amount to the 
plaintiff on the grounds that the latter had not paid the 
taxes directly to the United States. The Court holds that 
the plaintiff may recover, as this is not a suit for the refund 
of taxes paid but an action based upon the provisions of 
a contract.—U. S. Court of Claims, in Batavia Mills, Inc. 
v. The United States. No. 43176. 
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Extracts from tax calendars in The Corporation Trust Company's Corporation Tax Service, 
published by Commerce Clearing House, Inc. 


ALABAMA 
August 1—— 
Shrimp: License fee for removal, sale or trans- 
portation of same is due and payable on the 
Ist day of August in each year. 





Shrimp: License for using seine or trawl is due 
and payable on the Ist day of August in each 
year. 

August 20 

Coal and iron ore mining—monthly report and 

tax due. ; 


Gasoline tax—monthly report and tax due. 

Lubricating oils tax—monthly report and tax due. 

Sales tax—monthly return due and tax payable 
on or before this date. 


ARIZONA 


First Monday in August als 
Hearings before State Board of Equalization on 
_Tailroad property tax assessments. 

State Board of Equalization meets. 

August 5 
Alcoholic beverage licensee’s report due. 

August 15 ’ 
Gasoline distributors’ and consignees’ reports and 

taxes due. 
Gross income tax report and payment due. 
Motor vehicle carriers’ report and tax due. 
August 20—— : 
Gross income tax delinquent. , 
Motor vehicle carrier report and tax delinquent. 

August 25 ‘ 

Motor fuel carrier’s report and any tax due. 














ARKANSAS 
August 1 

All petitions for review of public utility property 
assessments must be filed on or before the first 
day of August. 

August 10 

Annual franchise tax payable to State Treasurer 
on or before this date. 

August 15 

Monthly sales tax report and remittance due. 

Third Monday in August 

Application for the adjustment of assessments of 
property must be made to the Board of Equaliza- 
tion on or before the third Monday in August. 

Real property within the boundaries of cities and 
towns regularly platted into lots and blocks is 
required to be assessed between the first Mon- 
day in January and the third Monday in August 
in odd numbered years. Real property, outside 
cities and towns or additions thereto, which has 
been regularly platted into lots and blocks is 
assessed between the first Monday in January 
and the third Monday in August in each even 
numbered year. 

The County Equalization Board meets annually 
on the third Monday in August and is in session 
only the actual number of days required to com- 
plete its duties. Board meetings may be held 
up to the third Monday in September. 






















August 1 


August 5 


August 10 


Sixth Monday after the first Monday in July 


Third Monday in August 


August 31 






CALIFORNIA 





asoline tax due; distributors required to make 
physical inventory. 

Motor vehicle registration fee reduced to 5/12 of 
annual rate. 





Fish packers’ monthly report due. 





Alcoholic beverages (manufacturers and importers) 
monthly report and tax due. 

Cattle transporter’s monthly report due. 

Horse, mule or burro transporters’ monthly report 


ue. 
Kelp monthly report due. 
Kelp privilege tax due. 
Petroleum and natural gas companies’ monthly re- 
ports due. 


August 15—— 


asoline distributor’s return due, 
Second installment of personal income tax due. 





First half of petroleum and natural gas severance 
taxes delinquent. 





State Board of Equalization for property taxes 
adjourns. 





Imitation dairy products monthly report due. 
Slaughter house monthly report due. 


COLORADO 


August 
‘mployment agencies must file a report with the 
deputy state labor commissioners monthly. 
First Tuesday in August 
Assessor shall mail a statement of any change in 
the valuation of the schedule rendered by any 
taxpayer and give notice of any such change by 
—— in a local newspaper, prior to this 
ate. 








August 1—— / 
Teac this date and Sept. 1 notices of delin- 
quency are mailed. 
Second installment of property taxes delinquent on 
this date. 


August 10—— : 
lass A private carriers must file a report and pay 
tax for preceding month, on or before this date. 
Motor vehicle carriers must file a report and pay 
the tax for the preceding month, on or before 
this date. 


August 15 
oal mine owners report due on this date. 
Retail sales tax return and tax due. 
Use tax return due. 


August 20—— 
Class A private carriers notified of tax due, on or 
before this date. 
Motor vehicle carriers notified of tax due, on or 
before this date.- 
August 25 
Appeals to the Colorado Tax Commission shall be 
taken on or before this date. 
Coal mine owners’ royalty tax due on or before 
this date. 
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Gasoline distributors statement to state oil in- 
spector due on or before this date. 

Gasoline tax due on or before this date. 

Report of motor fuel deliveries made during the 
preceding month required of all common carriers 


on or before this date. 





CONNECTICUT 
August 1— ’ . : 
Advertising license fee and sign permit fee due. 
Alcoholic beverage gross receipts tax, quarterly 


return and payment due. _ 
Gasoline tax due from distributors, 
Property tax returns due in Wallingford. 
August 10—— 
heatre reports due. 

August 15 
Annual reports due Feb. 15 or Aug. 15. 
Gasoline distributors’ reports due. 

Half of motor bus corporation taxes due. 

August 31 
— distributors’ monthly (inventory) report 











ue. 
DELAWARE 
August 1—— 
Monthly alcoholic beverage report due. 
August 15 


asoline filling station report. 
Last day to file alcoholic beverage report. 
August 31 
asoline tax report and tax due. 





DISTRICT OF COLUMBIA 





August 1 . . 
Annual gross earnings tax reports of gas, electric 
lighting and telephone companies due on or be- 
fore this date. 
August 10—— 
Alcoholic beverage reports due. 
August 31 . 
Monthly gasoline tax report and tax due. 








FLORIDA 
August 1 
— report of railroads and express companies 
ue. 





First Monday in ge : 
Meeting of Board of County Commissioners to 
hear complaints regarding assessments. 
August 10 
asoline inspection fees and reports due. 
Lime kiln reports and fees due. 











August 15 : 
hain store monthly reports and gross receipts 
taxes due. 

Gasoline sales and storage reports and taxes due. 

August 31 


Auto transportation company mileage tax reports 


ue. 
Fresh water fish dealers’ reports due. 
From this date to Dec. 1 no citrus fruit may be 
sold unless “mature.” 
— inspection fee due between this date and 
ec. 
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GEORGIA 
August 1——__ " : F 
Boards of County Tax Assessors in Chatham and 
Fulton Counties meet annually on April Ist and 
continue in session, from time to time, not later 
than August Ist, for purpose of examining prop- 
erty returns. 
Motor carrier’s tax reduced to one-half the annual 
tax. 
August 5 ea 
eports of dealers and distributors of oysters and 
shrimp due. 
August 20 
asoline reports and taxes due. 
August 30 . 
Monthly report by motor carriers due. 











IDAHO 





August 10 
Beer excise tax report due. 
Monthly report of dealers in dairy products sub- 
stitutes due. 


Second Monday in August 
Car companies must, on or before this date each 
year make to the State Auditor a true, full and 
accurate statement of the aggregate number of 
miles made by their cars on railroad lines in 
Idaho. 

Railroads must file with the State Auditor on or 
before this date each year a statement showing 
the total number of miles made by every car 
company on the railroad’s tracks in Idaho during 
the year ending August Ist. 

The State Board of Equalization meets at the 
State capitol on the 2nd Monday in August in 
each year, and, if all the abstracts of assess- 
ments in the several counties in the State have 
been received by the State Auditor, such ab- 
stracts must be laid before said board, the duty 
of which is to equalize the assessment through- 
out the State. 


August 15 
Electric light and power companies’ report and 
kilowatt tax due. 
Gasoline dealers’ report and tax due. 
Report and license tax of electric generating com- 
panies due. 
Retail sales tax and return due. 


Fourth Monday in August 

State Board of Equalization must complete the 

equalization of property assessments throughout 
the State by this date each year. 














ILLINOIS 





August 1 
Last day outside of Cook County to file complaint 
with Board of Review for incorrect assessment. 
August 5 
Cold storage warehouse monthly report of food 
held in storage due. 
August 15- 
Alcoholic beverage tax return of manufacturers 
and importing distributors due between Ist and 
15th of each month. 
Petroleum products inspection fees for June due. 
Retailers’ occupation (sales) tax reports and taxes 
due. 
Utilities gross receipts tax and report due. 
August 20 
Last day for distributor of motor vehicle fuel to 
make monthly return and to pay tax. 
Last day for non-distributors to file monthly motor 
fuel report and pay tax. 
August 30——- 
Last day for carriers to file monthly report of 
motor fuel delivered during previous month. 

















August 31 ’ 
Ice cream manufacturers’ annual retail license fee 
due. 
INDIANA 
August 1 


Employment agency reports due. 
Semi-monthly payment of excise taxes on malt 
products and alcoholic beverages due. 
August 10—— : , 
Petroleum oils inspection fees due. 
August 15—— 
Bank and trust company reports due. 
Common carriers’ gasoline reports due. 
Imitation condensed milk tax due. 
Semi-monthly payment of excise taxes on 
products and alcoholic beverages due. 
August 20——- 


malt 


loan association reports and taxes due. 
August 25 
Gasoline dealers’ reports and taxes due. 





Bank and trust company taxes and building and | 


August 1 


Third Monday in August 


August 31 


THE TAX MAGAZINE 


IOWA 





Annual corporation report: Any corporation organ- 
ized under the laws of this State or under the 
laws of any other state, territory, or any foreign 
country which has complied with the laws of this 
State relating to the organization of corpora- 
tions and secured a certificate of incorporation 
or permit to transact business in this State is 
required, between the first day of July and the 
first day of August of each year, to make an 
annual report and pay an annual fee of $1 to the 
Secretary of State. 

Chain store gross receipts due (for fiscal year end- 
ing June 30th preceding). 





Pipe line companies: State Board of Assessment 
and Review determines value of pipe line prop- 
erty located in each taxing district of state, and 
transmits assessed value pe pre property in each 
county to county auditor on or before this date 
each year. 





July, 1937 


August 15 
— report of alcoholic beverages transported 
ue. 
Carriers’ report of gasoline transported due. 
Second installment of income tax for calendar year 
due. 
August 20—— 
Alcoholic beverage tax report and tax due. 
Gasoline tax report and tax due. 
Kerosene tax report and tax due. 
Luxury (sales) tax return and tax due. 
August 30—— 
Cotton futures tax delinquent. 
Oyster severance tax due. 
August 31 
Last day to file electricity generation tax report 
and pay tax. 
Last day to file electricity sales tax report and 
pay tax. 
Last day to file electrical or mechanical power use 
tax report and pay tax. 











Railroads: On or before this day each year, the 
State Board of Assessment and Review transmits 
to county auditor of each county, a statement 
showing length of main track within county and 
the assessed value per mile. 





Annual corporation report: Any corporation which 
fails to make the annual report and pay the 
annual fee of $1 to the Secretary of State on 
or before this date, in addition to the annual 
fee of $1 required, incurs penalties beginning 
with the month of September and dating from 
the first day thereof. 


KANSAS 
August 1 ; 
ight of appeal to Tax Commission for correction 
of errors in previous year’s assessment expires. 
First Monday in August 
Last day for review of express company assess: 
ments. 
August 10—— 
Oil inspection reports due. 
August 15 - 
Motor carrier reports and fees due and lien at- 
taches. 
August 25 
Gasoline reports and taxes due. 

















KENTUCKY 
August 1 
Annual list of resident stockholders and bondhold- 
ers due. 


Report of railroad and bridge corporations must 
be filed with the auditor of public accounts on 
this date. 








August 5 
Employment agency reports due. 
— 10 
reweries and manufacturers of beer and wine file 


monthly report and pay barrel tax on this date. 
Gasoline refiner’s and importer’s report due. 
Monthly alcoholic beverage report of hotels, res- 
taurants and clubs due. 
Monthly amusement or entertainment report and 
returns due. 
Monthly excise tax report of blenders and rectifiers 
of distilled spirits and excise tax due. 
August 15 
Gross receipts report and tax on utilities due on 
or before this date. 
Motor carrier operators’ reports due. 
Motor carrier mileage tax due. 
Motor vehicle fuel tax report due. 
August 20 
rude petroleum transporters’ monthly report due. 
Oil production tax due. 














—- 31 

— reports (except refinery reports) and taxes 

ue. 
LOUISIANA 

August 1 . 

First day to file electricity generation tax report 

and pay tax. 
First day to file electricity sales tax report and 


pay tax. 
First day to file electrical or mechanical power use 
tax report and pay tax. 
Public utility license tax due. 
August 5 
Wholesale fish dealer’s report due. 
August 10—— 
Parish gasoline tax reports and tax due. 
Report of oyster vessels due. 
Reports and tax on imported kerosene due. 
Reports of imported gasoline due. 
Reports of imported alcoholic beverages due. 


Returns from shrimp freighters and ice boats due. 
August 14 


Dairy products 








quarterly report and taxes de 





linquent. 


MAINE 
August 1 


asoline tax due. 
Owners of wild lands to appear before State Tax 
Assessor before this date and render list. 
Small loan agency monthly report due. 
August 10—— 
Inspection fees for packing of foods due. 
Sardine packing inspection fees due. 
August 15 
Gasoline tax sales report due. 
| August 30—— 
ain store licensees’ days of grace expire. 








MARYLAND 
August 1 
Annual franchise tax of ordinary business corpora- 
tions and foreign corporations subject to fran- 
chise tax upon capital employed, ordinary State. 
county and/or city taxes levied upon assessments 
by the Tax Commission and annual franchise 
tax upon domestic and foreign corporations sub 
ject to franchise tax based upon gross receipts 
due on or before this date if account is mailed by 
July 1; otherwise within 30 days after mailing 
of account. 
August 5 
Last day to file monthly account of tobacco sales 
on or through Baltimore market. 
Last day to file cold storage warehouse monthly 
report. 
August 10—— 
Last day to file monthly statement or declaration 
of insurance brokers, agents, or solicitors. 
Last day to make return and pay distilled spirits 
tax. 
Last day to pay admissions tax. 
August 15 
Milk control fees due. 
August 31 
Last day for gasoline dealers to file report and 
pay tax on gasoline sold or used during next 
preceding calendar month. 
Last day to file beer tax report and pay tax on 
beer sold during preceding month. 
Last day to pay cosmetics tax. 














MASSACHUSETTS 





so 1 
pecial hall license fees due. 
August 10—— 
Alcoholic beverage excise tax return and tax due 
August 15 
Cold storage warehouse reports due. 
Motor fuel distributors’ return and tax due. 





MICHIGAN 
August 1 ; : 

Aircraft registration fee due. 

— stock tax on river improvement companies 

elinquent. 

Detroit taxpayers paying one-half of city taxes be 
fore Aug. 1 may have remainder extended 
Dec. 30. 

Severance tax and reports due. 

August 5 . 
asoline: Statement due from common carriers 
August 10—— : 

Common and contract carriers’ monthly report due 

| Detroit taxpayers giving list of property to trea 

urer may have time extended to August 25. 

Fur dealers: Last day to make monthly report 
— 15— ; 
} etroit city taxes delinquent. 

Monthly sales tax and return due. 

August 20—— 

















| 

| Gasoline: Wholesale distributors’ statements and 

| tax due. 

| Severance tax and reports delinquent. 

. 25 F 
etroit taxpayers filing list with treasurer before 


Aug. 10 may have time extended to Aug. 25. 


O 


Fir: 
Aus 


Au: 
y. 


A 
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August 31 
Corporations in default for failure to file report 
or pay tax may pay % delinquent fees by this 
date without penalty, extend balance and have 
forfeiture waived. 
Last day to file annual franchise tax report. 
Last day to pay annual franchise tax. 


MINNESOTA 
August 1 - : 
Local public grain warehouse reports due. 7 
Semi-annual car report of freight line companies 
due. 
August 5 
Cold storage warehouse reports due. 
Liquor reports of wholesalers, brewers and dis- 
tillers due. 
August 10 : 
Liquor reports of wholesalers, brewers and dis- 
tillers due. Anal 
Live stock commission merchants’ statements due. 
August 15 
Gasoline tax and fees due. 
Interstate carriers truck mile tax and report due. 
Oil inspection fees due. j 
Semi-annual gross earnings report of railroads due. 
August 20—— __ : 
Common carriers’ liquor reports due. 














MISSISSIPPI 
August 1 

Admission (amusement) tax and report is due be- 
tween the Ist and 10th of each month. 

On or before this date the collector shall mail 
to each privilege taxpayer holding an annual 
license and whose license will expire in Sep- 
tember, a notice thereof and a renewal blank. 

Oyster packers and canners file sworn statement on 
this date as to the number of barrels of oysters 
purchased and caught during the preceding 
month. 

Oyster, sea food, etc., monthly inspection tax is 
due on this date. 

The last installment of all ad valorem taxes, in- 
cluding ad valorem taxes levied for county or 
municipal bonds authorized to be paid in install- 
ments, are due on this date. 


First Monday in August 
lhe board of supervisors of each county meet to 
hear objections to the assessment on this date. 
August 5 
Wholesale oyster and sea food dealers file monthly 
report on this date. 
August 10 

Admission (amusement) tax and report is due be- 
tween the Ist and 10th of each month. 

Every dealer in motor vehicles required to file a 
seine report with the tax collector on this 
date. 

Motor vehicle monthly mileage tax reports are due 
on or before this date. 

August 15 

After August 15, the tax collector advertises for 
sale all lands in his county, on which the taxes 
have not been paid, said sale to be held on the 
third Monday of September. 

Common carriers must file monthly report, on this 
date, of gasoline and oil delivered by them. 

Distributors and wholesale dealers of gasoline file 
monthly report and pay monthly tax on this date. 

— gross sales tax and report due on this 
date. 

















MISSOURI 
August 1 
Corporations which register on this date or within 
30 days thereafter pay a $10 registration fee. 
Dairy products license fee due. 
Unpaid annual franchise taxes subject to 25 pe: 
cent penalty. 











August AS 
Seomnes Statement of distributors and dealers 
_ due. 
Sales tax monthly return due. 
August 25 
Gasoline: Tax due. 


Distributor’s and dealer’s report of gasoline re- | 


ceived due. 
l'ransporter’s statement due. 
August 31 
Manufacturers, wholesalers and dealers tax due. 
Soft drink report due. 





MONTANA 
August 1 
Express companies pay gross receipts tax to State 


Board of Equalization between this date and 
September 30. 


Taxidermists’ reports are due. 
First and Third Mondays in August—— 
State Board of Equalization determines rate of 
state tax between these dates annually. 








STATE TAX CALENDAR 





Gross receipts of express companies are valued for 
taxation by State Board of Equalization. 

First Monday in August— f : 

State Board of Equalization ascertains entire gross 





receipts of express companies on or before this | 


date annually. 


August 10 
reameries, butter, cheese, or ice cream factories’ 
reports are due. 

Milk or cream buying stations, reports due. 

August 14—— 
orporations seeking refund of corporation license 
(income) tax must bring action against State 
Board of Equalization on or before this date 
(i.e. within 60 days after payment). 

August 15 

Alcoholic beverages, brewers’ and _ wholesalers’ 
monthly report and excise tax due. 

Dealers’ monthly gasoline tax and report due to 
— Board of Equalization on or before this 

ate. 

Railroads and common carriers file monthly report 
on or before this date with State Treasurer an 
State Board of Equalization of gasoline delivered 
in state, 


August 20—— 
il producers’ additional license tax report and 
tax due. 
Fourth Monday in August 
Owner of property may make written application 
to State Board of Equalization at any time after 
assessment of property by said Board and before 
this date for correction of assessment. Applies 
to railroads, telephone, telegraph, ditch, electric 
power, canal, flume, mining and oil companies. 
August 31 
Public warehousemen’s reports are due. 














NEBRASKA 


Avgust 1 
Manufacturers and distributors of alcoholic liquor 
at wholesale must make a return with the Liquor 
Control Commission between the first and fif- 
teenth of each month showing amount of alco- 
holic liquor manufactured and sold during the 
preceding month. 
Second installment of real property taxes for the 
City of Omaha becomes delinquent on this date. 
me 5 ; 
eports of public grain warehouses due. 
August 10—— ° 
Employment agencies’ reports due. 
Railroad monthly reports of passes due. 


Second Monday in August 











Fiscal year for cities of first class commences on 
this date. 
August 15 





Gasoline carriers’ reports due. 

Gasoline dealers’ reports and taxes due. 

— and taxes of retail imitation butter dealers 
ue. 

The tax per barrel on alcoholic beverages must be 
paid on or before this date. 


NEVADA 


August 1—— 
Petroleum products report and fees due. 
First Monday in August 
Corporation which has failed to file list of officers 
forfeits right to do business. 
Ex officio tax receiver to file list 
quents with county auditor. 
Fourth installment of property tax due. 


August 15 
asoline tax reports and taxes due. 


Fourth Monday. ; 

Last day on which county board of equalization 
may sit. 

Nevada state tax commission to sit as a state 
board of equalization. 

Patented mines: Taxpayer may present affidavit of 
$100 labor done to state tax commission and have 
property stricken from rolls. 


August 25 s 
| Gasoline (motor vehicle fuel) dealers’ and users’ 
reports and taxes due. 





of tax delin- 











NEW HAMPSHIRE 


August 1 
Gasoline distributor’s monthly tax due. 


August 10 

Monthly report of agents of unlicensed fire insur- 
ance companies due. 

Monthly report of manufacturers and wholesalers 

of beverages due. 

| Monthly report of foreign manufacturers 
wholesalers of beverages due. 

Monthly beverage report and fee of on-sale and 
off-sale permittees due. 


August 15 : a 
Monthly report of gasoline distributors due. 











and 
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' NEW JERSEY 

August 1—— 

| Electric light, heat and power, gas, pipe line, 

' telegraph, telephone and water companies pay 

gross receipts tax at the same time as other 

| taxes are due and payable in the particular tax- 

H ing district. 

On or before this date distributors pay gasoline 
tax. 

Street railway companies pay gross receipts tax 
at the same time as other taxes are payable in 
the particular taxing district. 

The third quarter installment of general property 
tax is due and delinquent. 


First Monday in August—— 

After this date the State Tax Commissioner also 
is required to notify by mail each company of 
the amount of the annual license fee which it 
has been determined is due from it. 

Express, parlor and sleeping car companies are 
notified by the State Tax Commissioner of the 
amount of their gross receipts tax, whereupon 
the tax becomes due and payable, and if remain- 
ing unpaid more than 1 month thereafter, bears 
‘nterest at the rate of 1 per cent per month. 

On or before the first Monday in August the State 
Tax Commissioner prepares a statement of the 
amount of the annual license fee due from each 
company subject thereto. 

Upon receipt of notification (as set forth above) 
of the amount of the annual license fee, the 
same shall become due and payable and shall 
bear interest at the rate of 1 per cent per 








month trom and after the expiration of 1 month 
from the receipt of notification of the amount 
due. 
August 5 
Cold storage warehouses file report. 
August 10 





perators of interstate busses file monthly state- 
ment on or before this date. 

Operators of motor busses, within the limits of a 
“municipality,” file a statement and pay the 
gross receipts tax on or before this date. 

August 15 
ealers in securities reports and filing fee (under 
provisions of foreign corporation franchise tax 
law) due. 

Foreign corporation franchise tax and reports due. 
Foreign corporation franchise tax becomes a debt 
to the state and lien attaches as of this date. 
Manufacturers, distributors, transporters, storers, 
warehousemen and importers of alcoholic bev- 

erages reports due. 

On or before this date application may be filed 
with County Board of Taxation for review of 
property assessments, 


August 31 
istributors of motor vehicle fuel file monthly re- 
ports on or before this (last business day of 
month) date. 

Transporters of gasoline must, within 60 days after 
the close of each month, furnish a statement, 
to the State Tax Commissioner, of all deliveries 
to points in New Jersey. 








NEW MEXICO 





ane 10 

il and gas severance tax reports due. 

August 15 : 
ross income (occupational) taxes and reports due. 

August 20—— 

Motor carrier reports and taxes due. 
Pipe line license fees due. 

August 25—— _ : 
asoline distributors’, retail dealers’ taxes and re- 
ports due, taxes and reports on gasoline pur- 
chased from unlicensed distributors and dealers 
due, carriers’ reports due. 








NEW YORK 


August 1 
ater, gas, electric or steam heating, lighting 
and power companies must file quarterly report 
and pay tax. 

Property taxes in certain forest preserve counties 
due. 

August 5 
old storage warehouse monthly report due. 

August 10—— 

Last day to 
in Nassau 


August 15 

Transportation and transmission companies liable 

for additional tax must file quarterly report and 
pay tax. 


Third Tuesday in Any 

Assessors meet to hear complaints. 

Last day for non-residents and certain corporations 
to make application for special hearing to review 
their real property assessments. 

August 31 

Last day for non-residents and certain corpora- 
tions to have special hearings before town 








pay third quarter of property taxes 
ounty without penalty. 





ust 
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assessors to review their real property assess- 
ments in towns (some exceptions). 
Report due and tax payable during the month fo 
Franchise Tax on Insurance Corporations. 
Reports of water, gas, electric or steam heating, 





Public utility reports and taxes of electric, gas, 
express, Pullman, street railway, telegraph and 
water corporations due. 





Two and one-half per cent discount period on 
property taxes expires. 
August 10 ; , 
Alcoholic beverage excise tax is due on or before 


the 10th day of each month. 
Ice cream manufacturers’ reports due. 
August 15 : 
yross sales return and tax due on or before this 
date where sales are reported on a monthly basis. 
August 20—— 
yasoline tax and report due . 





NORTH DAKOTA 





August 1 : , 
Annual report of corporate existence due during 
July. i : 
Grain warehouse licenses expire. 
Oil inspection reports and fees due. 
Tractor fuel oil report and fee due. 
First Tuesday in August— 
State Board of Equalization meets. 
August 10—— ' 
rain warehouse reports delinquent. 
Oil inspection fees delinquent. 
Tractor fuel oil fees delinquent. 
August 15 
rasoline reports and taxes due. 
Interstate motor carriers mileage report and taxes 
due. 
August 20 . : 
Surety liable on oil dealers’ bonds. 
August 31—— : 
‘ream station and dairy monthly reports due. 
Grain warehouse reports due. 














OHIO 


August 1 aia ae 
ast day for public utilities commission to cer- 
tify to auditor the amount of assessment appor- 
tioned to each railroad and public utility for 
maintenance of public utility commission. _ 

Last day without penalty for cooling, electric light, 
gas, heating, messenger, natural gas, pipe line, 
signal, telegraph, telephone, union depot, water 
transportation and waterworks corporations to 
file excise tax report. 

First Monday in August ; 
Day on which hearing on assessment of sleeping 

ear, freight line and equipment corporations 
closes. 

Tax Commission certifies to auditor the amount of 
the proportion of capital stock of equipment, 
freight line, and sleeping car corporations repre- 
sented by capital and property in the state. 

August 5 : 
Last day for employment agencies to file monthly 

report. 

Second Monday in August ‘ 
Date of finality of preliminary assessment certifi- 

cates of 1933 and succeeding years certified to 
the county auditors. 

August 10 
Admissions tax reports and payments due. 
Alcoholic beverage tax reports due. 

Day for penalty on unpaid part of second half of 
real estate tax though penalty might attach 
earlier if prior settlement between auditor and 
treasurer. 

Last day for payment of ninth installment of real 
property and public utility real and tangible per- 
sonal property taxes if paid in ten installments. 

Lien on lands on delinquent list, with 8% interest, 
attaches. 

August 15 
Monthly report of unregistered dealers in motor 

vehicle fuel due. 


August 20—— 

Private motor carriers’ monthly report and emer- 
gency tax due. 

Transportation companies, including pipe lines re- 
port all deliveries of motor vehicle fuel in Ohio 
during preceding calendar month. 

August 30— 

Tax commission certifies to secretary of state, 
sleeping car, freight line, or equipment corpora- 
tions that have for 90 days after May 31, with- 
out lawful extension of time, failed to file proper 




















| 
| 
| 
| 
| 


lighting and power companies due for the quar- | 


August 31 


ter. Tax must be paid with the filing of the | 
report for the period covered by it. 
NORTH CAROLINA 
August 1 


| August 10 
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returns. Secretary of state cancels articles ol 
incorporation. Upon request of tax commission 
attorney general institutes quo warranto or in- 
junction proceedings. 

Transportation companies, including pipe lines re- 
port all deliveries of motor vehicle fuel in Ohio 
during preceding calendar month. 





asoline tax for preceding calendar month due. 
Last day to file monthly fishing report. 


OKLAHOMA 
August 1 
xcise tax on petroleum report and tax due. 
Gross production tax and report on oil and gas due. 
Last day for foreign corporations to file annual 
affidavit of capital stock. 
Motor vehicles not bearing current license tag may 
be seized and sold. 
August 5 
Reports from mines (other than coal) due. 











Report of manufacturers of non-intoxicating alco- 
holic beverages due. 
Report and tax of wholesalers of non-intoxicating 
alcoholic beverages due. 
August 15 
asoline tax and reports due. 
Gas pipe line reports of daily meter readings due. 
Mileage report and tax of motor vehicle carriers 
due. 
August 20 
Monthly sales tax and report due. 
Reports from coal mines due. 
August 31 
Corporation franchise taxes are payable on or be- 
fore this date. 
Fur dealers’ reports due. 
Last day to file corporate franchise tax report. 











OREGON 





August 1 
Annual franchise (license) report of non-profit co- 
operative associations due during month of July, 

on or before the 1st day of August. 

On or before the first day of August every non- 
profit cooperative association shall pay the 
annual franchise (license) tax. 

Special motor carriers’ monthly fee due. 

August 10—— 

Oil well license tax and report due on or before 

this date to county treasurer. 
Second Monday in August 
~— of equalization meets to examine assessment 
roll. 
August 15 
ish poundage fee and report and meat dealers’ 
report due on or before this date. 

Gasoline tax and report due to Secretary of State 
on or before this date. 

On or before July 15 each year the Corporation 
Commissioner shall file with the State Treasurer 
a statement, showing the amount of annual fran- 
chise (license) fee due from the different cor- 
porations. Annual franchise (license) fees are 
due on August 15. If not paid by this date 
interest at rate of 6 per cent begins to accrue. 

August 20—— 
Alcoholic beverage excise tax and report due. 
Motor carrier’s tax due on or before this date. 
August 31 
urseryman (agents) license expires on this date. 

Nurseryman license expires on this date next after 

date of issue. 











PENNSYLVANIA 





fae 1 
emi-annual report of public utilities and motor 
carriers for gross receipts tax purposes due. 
August 10 
Amusement tax monthly reports and payments due. 
Liquor importers’ reports to Department of Reve- 
nue due. . 
Malt beverage tax reports to Department of Reve- 
nue due. 
August 15 
ssessment completed in first ciass cities. 
Liquor manufacturers’ report and tax due. 
August 30—— 
ounty inter-triennial 
fourth class counties. 
Discount on county taxes terminates 90 days after 
notice of issue of tax duplicate. 
August 31 








assessment 





Monthly reports and tax payments of distributors 


— carriers of liquid fuels (for preceding month) 
due. 


RHODE ISLAND 





August 1 ; ; 
ursery stock agent’s license expires. 


completed in | 





July, 1937 


“ee 10—— 

asoline distributor’s monthly tax due. 

August 15—— _ 
asoline distributor’s monthly report due. 





SOUTH CAROLINA 
August 1—— 

Property returns of corn, cotton, wheat, oats, rice, 
a: and long forage made on January Ist, shall 
e the amounts actually on hand on August Ist 
immediately preceding the date of said return. 
This applies only to products actually in hands 
of producer. 

August 1-10—— 

Admissions to amusements return and stamp tax 

| due between these dates. 

Power tax and report of public utilities due be 
tween these dates. 

August 4—— 
isheries monthly stamp report due not later than 
this date. 

August 5 

Fishing license tax report is due within 5 days of 
the end of each calendar month. 

Oyster or clam shuckers stamp report must be 
mailed on or before the 5th day of each suc- 
ceeding month. 

Sturgeon, caviar or shad dealers file a report within 
5 io of the end of each month. 

Tobacco warehousemen required to file statement 
on or before the 5th day of each month. 

August 20—— 
asoline tax and report of dealers, distributors, 
importers and storers due on or before this date. 
August 31 
nnual schedule and report of railroads must be 
filed in office of Railroad Commissioners on or 
before this date. 

Corporate charter is annulled if franchise tax re- 

ports are not filed on or before this date. 











SOUTH DAKOTA 
August 1 
istress warrants issue for delinquent personal 
property taxes. 
Public and storage warehouse licenses renewable. 
Warehouse reports due. 
First Monday in August——- 
State Board of Equalization meets. 
August 10—— 
mployment agency reports due. 
Interstate motor carrier reports and taxes due. 
August 15 
Gasoline reports and taxes due. 
Inspector of petroleum products may require re- 
port. 
Monthly sales tax report and tax due. 
Fourth Monday in August 
Final equalization of property of light, power, 
heating, water and gas companies, private car 
lines, railroads, sleeping car companies, tele- 
graph companies. 











TENNESSEE 


August 1—— 

Gross receipts tax report as of July 1, and tax 
on persons operating railroads, aeroplanes, boats 
or barges, express companies, street railways, 
or engaged in the transportation of persons or 
property or freight for hire by motor vehicle, 
whether as common carrier or contractor, due 
on or before this date. 

Public utilities file gross receipts tax report as 
of July 1 and pay tax on this date. 

Telephone and telegraph companies file gross re- 
ceipts tax report as of July 1, and pay tax on 
or before this date. 

August 5—— 

Monthly cigarette and tobacco license tax report 
due (as prescribed by regulation). 

First Monday in August 

Property tax assessments of public utilities must 
be completed by Railroad and Public Utilities 
Commission on or before this date. Within 10 
days from the first Monday in August, the owner 
of any property assessed may appear and file 
exceptions. At expiration of 10 days Commis- 
sion meets to change or affirm valuation. 

Second Monday in August 

The State Board of Equalization meets at the of- 
fice of the Commissioner of Finance and Taxa- 
tion, annually on this date in Nashville. Said 
board selects time and places for other meetings 
of board in other divisions of State. 

August 20 

Gasoline dealers, distributors and _ storers file 
monthly gasoline tax report and pay tax on 
or before this date. 











TEXAS 
| August 1—— 
Report of emigrant agents due. 
August 5 








Cigarette solicitor’s reports due. 
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August 10—— 








Cigarette distributors’ reports due. 
August 15 

Excise tax and report on oleomargarine due. 
August 20 

Gasoline taxes and reports due. 
August 25 





Carbon black production taxes and reports due. 
Cement distributors’ tax and report due. 
Natural gas production tax and report due. 
Oil production reports and taxes due. 
Prizes taxes and reports due. 

August 30 
Oil carriers’ report due. 
Oil production report: Oil withdrawn from stor- 











age due. 
UTAH 
August 5 
Monthly report of cold storage warehouses due. 
August 10 


Carrier’s report of motor fuel deliveries due. 
Monthly report and tax of dealers in alcoholic bev- 
erages due. 
August 15 
ross ton mile return and fees due on commercial 
motor vehicles. 








STATE TAX CALENDAR 


Aug. 1-10 
Oyster purchaser’s inspection fee due. 
Reports by vendors of medicine, salve, liniments, 
etc. due. 
August 10—— 
eer excise tax and report of beer sold during 
previous month due on or before this date. 
Beverages of not more than 3.2 per cent alcoholic 
content excise tax and report of beverages sold 
— previous month due on or before this 
ate. 
‘Tobacco warehouse report due. 
August 20—— 
Gasoline statement and tax due. 











August 31 , . . 
ursery stock certificates of registration expire. 
WASHINGTON 
August 1 


earings on utility assessments begin. 
Warehouse reports of financial condition to Direc- 
tor of Agriculture due. 

August 15 
Butter substitutes reports and taxes due. 
Compensating tax and return due. 
Gasoline reports and taxes due. 
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August 30 
asoline tax and reports due. 





WISCONSIN 


First Monday in August 
Real and personal property assessments must be 
completed before this date. 
August 1— : 
Second installment of income tax due, unless tax- 
payer is on fiscal year other than calendar year. 
August 5 
onthly report of cold storage warehouses due. 
August 10—— 
Alcoholic beverages monthly reports due. 
August 15—— : ; ‘ g 
eport of gross earnings of freight line railroads 
ue. 
August 20 ; 
Gasoline dealers must file monthly report and pay 
tax. 
August 30—— : 
Transportation company gasoline tax reports due, 
August 31 








































































































































































































of January 1 and August 1 next preceding. 


Rulings of the Bureau of 
Internal Revenue 


Revenue Act of 1926 
Admissions and Dues—Taxability.— Payments made for 
admission to the M. Club’s swimming pool are subject to 
the tax on admissions.—S. T. 859, X VI-19-8699 (p. 17). 
Stamp Tax.—A conveyance of water rights in California 


is subject to stamp tax as a conveyance of realty.—S. T. 
860, XV1-20-8708 (p. 15. 





Consuls general of Switzerland are exempt from the 
stamp tax on passage tickets —S. T. 861, XVI-22-8737 
(p. 16). 





Revenue Act of 1934 
Annuities—Determination of Exemption.—In determin- 
ing the taxable element of an annuity received by a sur- 
vivor annuitant under a survivorship annuity contract, the 
exemption provided by section 22(b)2 of the Revenue Act 
of 1934 is measured by the “aggregate premiums or con- 
sideration paid for such annuity” and not by the survivor 
annuitant’s proportionate share of such consideration.— 
1. T. 3077, X VI-21-8716 (p. 4). 

Credit for Taxes Paid to Foreign Countries.—Taxes paid 
hv subsidiaries of the M Company to the Province of On- 
tario on net revenue and taxes paid to the Province of 
(Juebec on profits are income taxes paid to foreign coun- 
tries and are allowable as a credit under the conditions 
and to the extent provided by section 131(f) of the Rev- 
enue Act of 1934—G. C. M. 18182, X VI-19-8695 (p. 8). 

Deductions—Traveling Expenses.—Where an employee 
of the State Department is transferred from one foreign 
post to another for the convenience of the Government, 
an amount received by him as reimbursement of the cost 
of transportation for himself and family should not be in 
cluded in his gross income. 

Recommended that I. T. 1518 (C. B. I-1, 90 (1922)) he 
modified.—G. C. M. 18430, X V1-22-8733 (p. 6). 

Estates and Trusts—Widow’s Allowance—Non-deducti- 
bility—An allowance paid to B, the widow of A, during the 
period of administration of A’s estate does not constitute 
an allowable deduction in computing the net income of the 
estate. 

O. D. 829 (C. B. 4, 224 (1921)) and I. T. 2561 (C. B. X-1, 
175 (1931)) are revoked.—I. T. 3074, X VI-20-8705 (p. 5) 


Retail sales tax and return due. 








Monthly gasoline tax and report due. WEST VIRGINIA Privilege dividend return and tax due. 
Sales tax and return due. August 1 
First day for auditor to publish list of delinquent 
VERMONT corporations. ; a WYOMING 
None. Surtaxes on occupational and privilege taxes due. | August 1 
August 10 Taxidermists monthly report due. 
VIRGINIA Soveen’ and beer distributors’ monthly report and eae 
ae 3 : excise tax due. ag nro monthly gasoline report due 
ate of delivery of pevoonet property book from Petroleum dealers’ reports due. y . 
commissioner of the revenue to treasurer of | August 15 . , : August 15 y 
county. Last day for auditor to publish list of delinquent Monthly gasoline tax and report due. 
Returns of capital by merchants may be made as corporations. Sales tax return and tax due. 


Use tax return and tax due. 








Gains and Losses—Surrender of Life Insurance Policy.— 
Gain realized from the surrender of a life insurance policy 
may not be treated as gain derived from the sale or ex- 
change of a capital asset under section 117 of the Revenue 
Act of 1934 but must be treated as ordinary income. |. T. 
2661 (C. B. XI1-2, 39 (1932)) is applicable under that Act.— 
G. C. M. 18233, XV1-21-8717 (p. 5). 


Revenue Acts of 1934 and 1936 


Deductions—State Motor Fuel Taxes.—For Federal in- 
come tax purposes the motor vehicle fuel tax imposed by 
the State of California is deductible as a tax by the dis- 
tributor and not by the consumer.—I. T. 3075, X V1-21-8714 
ip. 2). 

Revenue Act of 1935 " 


Excess Profits Tax.—F or the purpose of computing the 
excess-profits tax imposed by section 106 of the Revenue 
Act of 1935, as amended, a mutual investment company, as 
defined in section 48(e) of the Revenue Act of 1936, is en- 
titled to the credit for dividends received as provided in 
section 26(b) of the Revenue Act of 1936 but is not entitled 
to a credit for dividends paid under section 27 of that Act. 


—I. T. 3073, X VI-20-8704 (p. 3). 


Revenue Act of 1936 


Deductions—Bad Debts.—Treasury Decision 4633 (C. B. 
XV-1, 118 (1936)), relating to debts charged off by banks 
or other corporations in obedience to orders of Federal or 
State supervisory authorities, is applicable to debts charged 
off by banks in accordance with orders of examiners of the 
Federal Deposit Insurance Corporation.—G. C. M. 18354, 
X VI-19-8692 (p. 3). 

Information at the Source.—Mutual savings banks ex- 
empt from Federal income tax under section 101(2) of the 
Revenue Act of 1936 and the corresponding section of prior 
Revenue Acts are required to file information returns on 
the proper forms under section 147 of the Revenue Act 
of 1936.—I. T. 3076, X V1-21-8715 (p. 3). 

Returns—Period Covered.—Where a corporation was or- 
ganized in 1936 and established a fiscal year ended Novem- 
ber 30, 1936, an income tax return filed for the period from 
the date of organization to the end of its established fiscal 
year is a return for a taxable year beginning after Decem- 
ber 31, 1935, within the meaning of the provisions of section 
1 of the Revenue Act of 1936. Accordingly, the provisions 
of that Act apply in computing the corporation’s income 
tax liability for such period.—I. T. 3078, X VI-22-8729 (p. 2). 




















































































































































































































































ARIZONA 


The First Special Session of the Arizona 
Legislature adjourned on May 29, 1937. 
S. B. No. 2, “Anti-Administration Bill’ 
amending the Excise Revenue Act of 1935 
became law without the approval of the 
Governor. The following are introductions 
of the Second Special Session which con- 
vened on June 2, 1937. 


Introductions 


Property Taxes.—S. B. No. 5 and H. B. 
No. 19 amend Chapter 103, Laws of 1931 
relative to the levy and collection of mu- 
nicipal taxes. 

H. B. No. 7 exempts from penalty and 
interest taxes delinquent last November if 
paid before next December. To Judiciary 
Wavs and Means Committee. 


Use Tax.—S. B. No. 7 imposes a 2% use 
tax on the storage or use of intangible 
personal property for maintenance of in- 
digent sick. To Finance and Revenue 
Committee. 


CALIFORNIA 


The California Legislature adjourned on 
May 28, 1937. Important tax laws in the 
hands of the Governor awaiting approval 
include: 


Introductions 


Boat Taxes.—A. B. Nos. 214 and 217 tight- 
en the law so as to prevent evasion of city 
and county taxes by boat owners. 


Business Licenses.—S. B. No. 429 re- 
quires persons shipping out of state butter 
into the state to have distributor’s license. 

S. B. No. 935 relates to the registration 
and licensing of contractors. 

A. B. Nos. 743 and 744 reduce the license 
fee for itinerant vendors from $100 to $25. 

A. B. No. 2119 relates to the licensing 
of farm product processors. 

A. B. No. 2622 licenses 
brokers and salesmen. 

A. B. No. 2847 licenses cemetery brokers 
and salesmen. 


Carrier Tax.—S. B. No. 953 relates to 
the taxation of operators engaged in trans- 
porting persons or property for hire. 

A. B. No. 1908 imposes a tax on diesel 
fuel with rate to be set later. 

Drivers’ Licenses.—S. B. No. 403 re- 
lates to chauffeurs and operators licenses. 


opportunity 











UNDER the above heading, report will 
be made of the introduction of and 
action taken on state tax legislation of 
importance to business interests. This 
section will be confined to pending bills 
in state legislatures, and the final report 
will be that of enactment, when the bill is 
listed under the caption “approvals.” This 
feature is made possible through the facili- 
ties of the Commerce Clearing House 
Legislative Reporting Department, which 
furnishes a twenty-four hour reporting 
service on all subjects for all states. Copies 
of the text of any bill reported may be 
obtained for a service charge of one dollar 
per bill. 





Foreign Corporations Tax.—A. B. No. 
1243 provides that foreign corporations op- 
erating in California shall be subject to 
the same tax laws as domestic corpora- 
tions. 


Income Tax.—A. B. No. 1244 relates to 
the personal income tax act. 

A. B. No. 1750 provides for 25% credit 
on earned income tax payments. 


Inheritance Tax.—S. B. No. 869 changes 
the time of payment of inheritance taxes 
to state. 





1937 Sessions of State Legislatures 


Jurisdiction Convened Adjourned 
Alabama (2nd Sp.) Nov. 23,’36 Feb. 26 
Arizona ..... errr: ae Mar. 13 
Arizona (1st Sp.) weccee Meee 20 May 29 
Arizona (2nd Sp.) ..... June 2 ae 
Meneeene ....... Jan. 11 Mar. 11 
California ..... i « May 28 
Colorado Rare ere. _ 6 May 14 
Connecticut rm. 6 June 9 
Delaware . w+ ee Ss Apr. 21 
Delaware (2nd Sp.)... May 18 May 18 
Florida ees Apr. 6 June 4 
Georgia (Sp.) ... > sb Be Jan. 22 
SE & aie. a niinccoaree ee Jan. 25 Mar. 25 

ee ; Jan. 4 Mar. 6 
Illinois . eee ae oy 
Indiana ; tev i, = Mar. 8 
Iowa : 7. a 2 Apr. 20 
Kansas Sie nda _ 12 Apr. 2 
Kentucky (4th Sp.)..... Dec. 23,°36 Jan. 16 
Maine Dorethatets fan. 6 Apr. 24 
Maryland : an. 6 Apr. 5 
Maryland (Sp.) . Apr. 22 May 6 
Massachusetts . Jan. 6 May 29 
Michigan ... yan. 6 

| Minnesota : «« som. § Apr. 22 
| Minnesota (Sp.) .. May 24 ie 

Missouri " Jan. 6 June 8 


| (Continued on next page) 
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A. B. No. 1434 relates to the payment 
of inheritance taxes before distribution to 
heirs. 


Motor Vehicles.—S. B. No. 304 removes 


. B s. 1217, 1218, 1219, 1220, 1221, 
1222, 1223, 1224 relate to motor vehicles. 
Chapters 281, 134, 229, 69, 93, 282, 338. 

A. B. No. 2809 provides for regulation 
of caravanning of automobiles and sets 
fees of $7.50 for license and $7.50 for 
policing. 


Privilege Tax.—A. B. Nos. 2196 and 2197 
relate to the taxation of the privilege of 
selling, renting or leasing tangible per- 
sonal property. 


Property Taxes.—S. B. Nos. 257 and 258 
require veterans and churches to claim tax 
exemption by June 30th. 

S. B. No. 539 provides for levy and col- 
lection of taxes and assessments for creat- 
ing fund for capital outlays in cities, 
counties and districts. 

S. B. No. 549 provides for cancellation 
of assessments on certain lands. 

S. B. No. 949 relates to the payment of 
delinquent taxes before sale by state. 

A. B. No. 303 relates to records of as- 
sessor being kept open. 

A. B. No. 984 provides for the levying of 
a tax and sets up a county elementary 
school supervision fund. ; 

A. B. No. 1154 relates to the collection 
of unsecured taxes. 

A. B. No. 1678 exempts property and 
bonds of housing authorities from taxation 
and assessments. 

A. B. No. 1762 relates to the segregation 
of property on assessment rolls. ; 

A. B. No. 1951 relates to the cancellation 
of taxes. ; 

A. B. No. 2025 relates to the redemption 
of property from tax sales. ; 

A. B. No. 2180 provides for refunding of 
taxes erroneously paid. ; 

A. B. No. 2202 provides for the enforce- 
ment of tax liabilities imposed by states 
extending like comity to California. 

A. B. No. 2333 relates to execution in 
duplicate of any record of action on tax 
deeds to the state. 

A. B. No. 2369 relates to the conveyance 
of land to county in payment of taxes. 

A. B. No. 2868 provides for levying of 
taxes for support of regional park dis- 
tricts. 
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\. B. No. 2923 relates to property sub- 
ject to taxation. 


Sales Tax—A. B. No. 
vessels from the sales tax. 

A. B. No. 1339 amends the “Retail Sales 
Tax Act of 1933” relating to the preference 
of claims for personal service over claims 
for sales tax. 


Transportation Tax Act.—S. B. No. 160 
amends the Transportation Act concern- 
ing exemptions from taxation. 


Use Tax.—A. B. No. 1190 amends the 
use tax act. 

A. B. No. 2806 adds newsprint to use tax 
exemptions. 





1189 exempts 


Approvals 


Business License Taxes.—A. B. No. 1232 
tightens the license law for dairy factories 
and milk producing factories. Chapter 340. 


Diesel Fuel Tax.—A. B. No. 1907 im- 
poses a tax on diesel fuel with rate to be 
set later. Chapter 352. 


Property Taxes.—S. B. No. 193 relates 
to the redemption of property sold to 
irrigation districts for tax delinquencies. 
Chapter 213. 

S. B. No. 271 amends several sections on 
tax delinquencies, penalties and redemp- 
tions. Chapter 299. 

\. C. A. No. 4 relates to a proposed 
amendment to the constitution relative to 
the state and county boards of equaliza- 
tion. Chapter 99. 

A. B. No. 216 tightens the law so as to 
prevent evasion of city and county taxes 
by boat owners. Chapter 176. 

A. B. No. 1086 provides that tax liens 
on personal and real property shall cease 
after 30 years. Chapter 344. 

A. B. No. 1364 provides the manner for 
redemption of property sold to cities for 
the nonpayment of taxes. Chapter 348. 


_A. B. No. 2658 limits special assessments. 
Chapter 238. 


Rolling Stock Tax.—A. B. No. 2198 im- 
poses a tax on the rolling stock of car 
companies and car loading companies in 
lieu of other taxes. Chapter 283. 


COLORADO 


The 1937 session of the Colorado State 
legislature adjourned May 14th. While 
the volume of tax laws enacted by this ses- 
sion was not great, those bills which were 
passed were of tremendous significance. 
H. B. No. 148, marking the advent of an 
Income tax law in Colorado, was perhaps 
the most important single bill to be passed. 
Other measures of widespread interest are 
the new Service Tax Act, the reenactment 
of both the Sales and Use Taxes, the en- 
actment of a Gift Tax, and the Specific 
Ownership Tax upon automotive vehicles. 
As the Governor is allowed 30 days in 
which to act after the legislature has ad- 
journed it is probable that further tax bills 
will receive approval, but those of greatest 
import have already been approved and 
appear below. 


Approvals 


Gift Tax.—H. B. No. 662 imposes a gift 
tax upon the transfer of property. 


Income Tax.—H. B. No. 148 providing 
or the imposition of a graduated net in- 
come tax to be collected annually upon the 














PENDING STATE TAX LEGISLATION 


1937 Sessions of State Legislatures 


(Continued) 

Jurisdiction Convened Adjourned 
MEOMNEHD. 6s e esate an. 4 Mar. 5 
II oes wie aie snes on. § May 15 
NM io is Se ois las aus, as Jan. 18 Mar. 18 
New Hampshire ........ Jan. 6 ht A 
New Jersey ....... a 12 LEOe 
New Mexico ....... : an. 12 Mar. 13 
i eo Jan. 6 May 7 
North Carolina......... Jan. 6 Mar. 23 
North Dakota .......... Jan. 5 Mar. 5 
North Dakota (Sp.) .... Mar. 8 Mar. 10 

Be cleacay a vada senoiets an. 4 May 10 
CRABHOMAS . ...6 0 5 oo 5s ui an. 5 May 11 
OS eee -» som. 11 Mar. 8 
Pennsylvania, .......... yan, 5 June 5 
Rhode Island ........... _ 5 Apr. 24 
Sout Cavouna .....5.0: an. 12 May 21 
South Dakota .........5> Jan. 5 Mar. 5 
Tenmessee ......+. ote Se: © May 21 
Texas ORE nba eee an. 12 May 22 
Wem Ct x ook ces fay 27 ere 
Utah prea An a ae a an. 11 Mar. 11 
Vermont ; : wo oe © Apr. 10 
Washington .» Jam. 1 Mar, 12 
West Virginia Mac ee Tan. 13 Mar. 13 
Wisconsin 5, sie Shave ovata AER ee ste 
Wyoming .. eee ee Feb. 20 





net income of every resident individual 
and upon the net income of non-residents 
derived from sources within Colorado. 


Inheritance Tax.—H. B. No. 536 changes 


the inheritance tax law. 


Sales and Use Taxes.—H. B. No. 615 re- 


enacts the existing Sales and Use taxes 
indefinitely. 
been made. 


No material changes have 


Service Tax.—H. B. No. 379 imposes a 


2% tax upon the services of any person 
engaged in any of several professions and 
occupations enumerated in the act. 
tax is to be added to the cost of the serv- 
ice to the user or consumer thereof by the 
person rendering the service, and the per- 
son rendering the service is liable to the 


The 


State for payment of the tax. 


CONNECTICUT 


The Connecticut Legislature adjourned 


on June 9th. The following bills have be- 


come law. 
Approvals 


Amusements Tax.—H. B. No. 1524 re- 
lates to the assessment and collection of 
the amusements tax. 


Business Licenses.—S. B. No. 994 pro- 
vides for the licensing of the small loan 
business. This bill becomes Ch. 172. 


Cigarette Tax.—S. B. No. 1171 concerns 
a temporary cigarette tax. This bill be- 
comes Ch. 228 


Insurance Companies.—H. B. No. 1521 
relates to the taxation of insurance com- 
panies. 

Motor Bus Excise.—H. B. No. 1526 con- 
cerns the motor bus excise tax. This bill 
becomes Ch. 265. 


Motor Vehicles.—H. B. No. 1027 relates 
to the collection of personal property taxes 
from motor vehicles. In hands of Gover- 
nor. 

H. B. No. 1033 concerns fees for oper- 
ators’ licenses. This bill becomes Ch. 164. 


Property Taxes.—S. B. No. 661 provides 
for gradual exemptions from property tax- 
es. This bill becomes Ch. 191. 

S. B. No. 1172 relates to the collection 
of interest on delinquent taxes. 

H. B. No. 1519 relates to the powers and 
duties of the Tax Commissioner. 
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H. B. No. 1556 concerns the abatement 
of taxes. This bill becomes Ch. 1921. 

H. B. No. 1571 relates to tax liens and 
the collection of taxes. In hands of Gov- 
ernor. 


Succession Tax.—S. B. No. 505 relates 
to transfer and succession tax rates. In 
hands of Governor. 

H. B. No. 1528 relates to the collection 
of succession taxes. 


Taxes on Choses in Action.—H. B. No. 
1527 concerns a tax on choses in action. 
This bill becomes Ch. 269. 


Utilities Taxes——H. B. No. 1525 relates 
to the taxes on car and other companies. 

H. B. No. 1668 relates to the abatement 
of taxes on electric street railway compa- 
nies in receivership. In hands of Governor. 


FLORIDA 
Introductions 


Alcoholic Beverages.—S. B. No. 836 levies 
a differential tax on wines and wholesale 
and retail wine dealers. To Finance and 
Taxation Committee. 

S. B. Nos. 912 and 951 amend the law re- 
lating to the regulation and taxation of 
beverages containing more than 1% alco- 
hol. To calendar and second reading. 

S. B. No. 1035 relates to the sale of 
intoxicating liquors in counties with a 
population of from 40,000 to 52,000. To 
Local Calendar. 

H. B. No. 1502 provides for enforcement 
of law taxing manufacture and sale of bev- 
erages. To Temperance Committee. 

H. B. No. 1638 regulates the granting of 
liquor licenses in Lee County. To Local 
Calendar. 


Amusement Tax.—S. B. No. 899 levies 
a license tax on operators of places of 
amusement. To Miscellaneous Committee. 

H. B. Nos. 1659 and 1667 provide for 
an amusement tax. To Finance and Taxa- 
tion and Public Amusements Committees. 


Business Licenses.—S. B. No. 798 pro- 
vides for the regulation of the practice of 
massage. To Public Health Committee. 

S. B. No. 811 requires the registration 
of all persons practicing medical healing 
art. To Public Health Committee. 

S. B. No. 835 provides for the registra- 
tion and licensing of real estate brokers 
and salesmen. To Judiciary “A” Com- 
mittee. 

S. B. No. 864 amends Chapter 9158, Laws 
1923 relating to the licensing of non-residents 
selling automobiles at retail. To Finance 
and Taxation Committee. 

S. B. No. 986 licenses the practice of 
barbering. To Calendar and Second 
Reading. 

S. B. No. 1149 amends the law relating 
to the tax on persons engaged in con- 
structing certain public works. To Appro- 
priations Committee. 

H. B. No. 1067 provides for accountants’ 
licenses. To Judiciary “A” Committee. 

H. B. No. 1425 proposes constitutional 
amendment relating to licensed taxes. To 
Constitutional Amendments Committee. 

H. B. No. 1450 levies a tax for the privi- 
lege of permitting cattle to graze on coun- 
ty right of way. To Finance and Taxation 
Committee. 

H. B. No. 1510 licenses and regulates the 
practice of naturopathy. To Public Health 
Committee. 
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H. B. No. 1522 amends the law relating 
to the licensing of plumbers. To Judiciary 
“B” Committee. 

H. B. No. 1546 amends the law relating 
to licensing of non-resident automobile 
dealers. To Calendar. 

H. B. No. 1555 relates to the licensing 
of carnivals and tent-shows. To Public 
Amusements Committee. 

H. B. No. 1559 amends the law relating 
to the licensing of automobile garages. 
To Motor Vehicles and Carriers Com- 
mittee. 

H. B. No. 1643 provides for licensing and 
regulation of small loan dealers. To Banks 
and Loans Committee. 

H. B. No. 1688 licenses non-residents 
operating cotton picking machines. To 
Finance and Taxation Committee. 

H. B. No. 1792 levies tax on licenses 
to practice law. To Local Calendar. 


Chain Stores Tax.—S. B. No. 1164 levies 
a tax on chain stores. 

H. B. No. 1733 amends the law relative 
to the licensing of chain stores. To Fi- 
nance and Taxation Committee. 

H. B. No. 1900 relates to the tax on 
operating chain stores. To Finance and 
Taxation Committee. 


Coin Machines.—H. B. No. 1703 licenses 
certain coin operated machines in Flagler 
County. To Local Calendar. 


Gasoline Tax.—S. B. No. 747 provides 
for refund of gasoline tax on gasoline 
used in certain motor boats. 

S. B. No. 1125 exempts St. Augustine 
from provisions of Sec. 13, S. B. 155 as 
amended and passed, 1937 session relating 
to the imposition of an additional tax on 
gasoline. To Local Calendar. 

S. B. No. 1175 levies an excise tax on 
all motor vehicle fuels except gasoline 
subject to the tax imposed by Chap. 15659 
of 1931. Passed Senate. 

H. B. No. 1399 provides for an additional 
1 cent per gallon tax on gasoline and 
petroleum products. To Finance and Taxa- 
tion Committee. 


H. B. No. 1465 places a 7 cent per gallon 
tax on motor fuel. To Finance and Taxa- 
tion Committee. 


H. B. No. 1999 imposes an additional tax 
on gasoline and petroleum products. To 
Finance and Taxation Committee. 


Investment Contracts—H. B. No. 2012 
imposes a tax on certain investment con- 
tracts. To Finance and Taxation Com- 
mittee. 


Mining Tax.—S. B. No. 963 levies a tax 
on the business of mining phosphate rock, 
ore and phosphate products. To Finance 
and Taxation Committee. 


Mortgage Registration Tax.—S. B. No. 
1046 repeals Chapter 17106 of 1935 relating 
to the fee required for filing mortgages 
creating a lien on agricultural products 
growing or to be planted. To Judiciary 
“A” Committee. 


Motor Fuel Distributor Bonds.—S. B. 
No. 770 provides for reduction of bonds 
required of motor fuel distributors in cer- 









































































































































































































































































































































































































































































































































tain cases. To Finance and Taxation 
Committee. 

Motor Vehicles.—S. B. No. 162 fixes the 
price of license tags for semi-trailers 








weighing 500 pounds or less. To Motor 


Vehicles Committee. 

















THE TAX MAGAZINE 


S. B. No. 873 lisenses and taxes auto- 
mobiles used for private use and weighing 
between 2,000 and 3,100 pounds. To Motor 
Vehicles Committee. 

S. B. No. 897 relates to taxes on auto- 
mobiles and the issuance of license tags. 
To Motor Vehicles Committee. 

S. B. No. 950 relates to the fees to be 
collected on license plates for motor ve- 
hicles. To Motor Vehicles Committee. 

S. B. No. 1059 and H. B. No. 1764 amend 
the law relative to persons owning motor 
vehicles used in transporting persons or 
property for compensation. To Trans- 
portation and Traffic Committee. 

H. B. No. 1515 relates to the licensing 
of motor vehicles, trailers and semi-trailers. 
To Finance and Taxation Committee. 

H. B. No. 1641 provides for the regula- 
tion of motor vehicles on State Public 
beaches. To Judiciary “B’ Committee. 

H. B. No. 1765 licenses motor buses used 
for church purposes. To Motor Vehicles 
and Carriers Committee. 

H. B. No. 1985 establishes uniform licensing 
regulations for motor vehicles. To Motor 
Vehicles and Carriers Committee. 


Occupational Tax.—S. B. No. 917 relates 
to occupational license taxes. To Calendar 
and second reading. 

S. B. No. 960 provides for reduction of 
ad valorem taxes on real and personal 
property and levies privilege tax on certain 
occupations and businesses. To Finance 
and Taxation Committee. 

H. B. No. 2001 provides for a general 
3% sales tax. To Finance and Taxation 
Committee. 


Property Taxes.—S. B. No. 779 au- 
thorizes the City Council of Monticello to 
adjust delinquent city taxes and outstand- 
ing improvement liens. To Local Cal- 
endar. 

S. B. Nos. 862 and 863 and H. B. Nos. 
1462 and 1463 authorize taxpayers in Inver- 
ness to pay all taxes levied for debt service 
without payment of taxes levied for oper- 
ating expenses. To Local Calendar. 

S. B. No. 905 amends section 1012, Re- 
vised General Statutes as amended by 
Chapter 8410, Laws of 1921 relating to the 
licensing of motor vehicles, trailers, and 
semi-trailers. To Motor Vehicles Com- 
mittee. 

S. B. No. 924 creates a delinquent tax 
adjustment board in each county. To 
Drainage Committee. 

S. B. No. 944 creates a delinquent tax 
adjustment board for Citrus county. To 
Local Calendar. 

S. B. No. 1031 authorizes the creation of 
a municipal tax adjustment board for 
Bradenton City. To Local Calendar. 

S. B. No. 1068 provides for additional 
duties on behalf of tax assessors in grant- 
ing of homestead exemptions. To County 
Organizations Committee. 

S. B. No. 1075 authorizes assessment of 
intangible personal property by the State 
comptroller and relieves the county asses- 
sors of the duty. To Calendar without 
reference. 

S. B. No. 1130 provides for a board of 
tax appeals for City of Tampa. To Local 
Calendar. 

S. B. No. 1160 creates for each county of 
23,500 to 26,000 a delinquent tax adjust- 
ment board. To Local Calendar. 

H. B. No. 1268 creates a delinquent tax 


adjustment board for Hernando County. 
To Local Calendar. 
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H. B. No. 1276 repeals law creating de- 
linquent tax adjustment board in Sumter 
County. To Local Calendar. 

H. B. Nos. 1278 and 1279 repeal laws 
which make it mandatory on county com- 
missioners of Sumter County to exchange 
bonds for taxes. To Local Calendar. 

H. B. No. 1291 confirms action of Boari| 
of County Commissioners in distributing 
bonds in payment of delinquent taxes. Tc 
Local Calendar. 

H. B. No. 1297 provides for the can- 
cellation of void tax sale certificates in 
certain cases. To Finance and Taxation 
Committee. 

H. B. Nos. 1359 and 1367 provide for 
a license tax on house trailers in operation 
in Florida. To Motor Vehicles and Car- 
riers Committee. 

H. B. No. 1378 permits redemption of 
land from delinquent taxes. ‘To Finance 
and Taxation Committee. 

H. B. No. 1392 levies taxes on members 
of the bar in counties with a population 
over 100,000. To Census and Apportion- 
ment Committee. 

H. B. No. 1434 provides for a tax appeal 
board in several counties. To Judiciary 
“A” Committee. 

H. B. No. 1460 authorizes commissioners 
in counties of 10 to 11 thousand to accept 
bonds or delinquent interest coupons in 
payment of taxes. To Census and Ap- 
portionment Committee. 

H. B. No. 1489 provides for delinquent 


tax adjustment board in each county. To. 


Finance and Taxation Committee. 

H. B. No. 1491 provides for a delin- 
quent tax adjustment board for Brevard 
County. To Local Calendar. 

H. B. No. 1494 extends lien of state taxes 
to proceeds of insurance or indemnity 
policies payable by reason of destruction 
of property by fire. To Insurance Com- 
mittee. 

H. B. No. 1606 provides for the creation 
of a tax delinquent adjustment board in 
Citrus County. To Local Calendar. 


H. B. No. 1698 relates to settlement of 
delinquent taxes and the enforcement ot 
delinquent tax liens. To Finance and Tax- 
ation Committee. 

H. B. No. 1783 relates to homestead ex- 
emptions. To County Officials Committee. 

H. B. No. 1789 authorizes Hernando 
County to make a mill levy to erect a 
hospital. To Local Calendar. 

H. B. No. 1795 relates to redemption. of 
land from delinquent tax sales. To [in- 
ance and Taxation Committee. 


H. B. No. 1864 authorizes levy for poor 
relief in counties of 5,000 to 5,400. To 
Census and Apportionment Committee. 

H. B. No. 1891 provides for delinquent 
tax adjustment board in Charlotte County. 
To Local Calendar. 

H. B. No. 1898 relates to delinquent 
taxes in counties of 2600 to 2700. To Local 
Calendar. 

H. B. No. 1908 provides for tax levy 1m 
Tampa for hospital purposes. To Local 
Calendar. 


H. B. No. 1961 amends the law relating 
to the tax levied on auto transportation 
companies and commercial carriers. fe) 
Finance and Taxation Committee. 

H. B. No. 1983 provides for a delinquent 
tax adjustment board in counties of 9, 
to 9,700 population. To Calendar without 
reference. 
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H. B. No. 2016 provides for a delinquent | 
tax adjustment board in each county. To 
Finance and Taxation Committee. 

H. B. No. 2029 relates to taxation in the 
City of Punta Gorda. To Local Calendar. 


Transactions Tax.—S. B. No. 966 levies 
an excise tax on certain transactions and 
documents. To Finance and Taxation 
Committee. 


ILLINOIS 


House Bills Nos. 491, 492, 493, 497 and 
498 amend the administrative provisions 
of the Retailers’ Occupation (Sales) Tax 
and are now in the hands of the Governor 
for approval. Senate Bill No. 426, which 
amends the same tax to include a “use” 
tax, has passed the Senate. 




















Introductions 


Alcoholic Beverage Licenses.—H. B. No. 
966 prohibits local liquor licenses where 
other goods are sold except drug stores, 
restaurants and hotels. To Liquor Regu- 
lation Committee. 

H. B. No. 975 limits liquor licenses in 
Chicago to one for each 700 population, 
but permits present holders to renew. To 
Liquor Regulation Committee. 

H. B. No. 976 creates state liquor license 
for non-resident importer, warehouseman, 
vendor of warehouse receipts license and 
solicitor. To Liquor Regulation Commit- 
tee. 

Chain Store Tax.—H. B. No. 934 licenses 
stores at $1 for first, $2 for second and up 
to $500 for 500 or more. To License and 
Miscellany Committee. 


Chewing Gum.—H. B. No. 903 taxes 
chewing gum 20% on retail price, proceeds 
payable to old age assistance fund. To 
License and Miscellany Committee. 


Filling Station Pumps.—H. B. No. 925 
requires sign at filling station pumps show- 
ing all taxes entering into gallon price and 
prohibits rebates and premiums, lotteries, 
etc. To Motor Vehicles Committee. 

Fuel Oil Tax.—S. B. No. 432 provides 
for a tax on persons engaged in the busi- 
ness of selling fuel oil. To License and 
Miscellany Committee. 

Insurance Tax.—H. B. No. 867 provides 
for taxing receipts of life, fire and casualty 
insurance agencies on business of com- 
panies incorporated outside of state. To 
Revenue Committee. 

Licenses.—H. B. No. 1002 regulates the 
Practice of dental hygiene under depart- 
ment of registration and education. To 
License and Miscellany Committee. 

H. B. No. 1025 reduces application fee 
for master plumber license from $100 to 


$50 and removes requirement that he must | 


previously have been licensed as a journey- 
man. To Efficiency and Economy Com- 
mittee, 

S. B. No. 428 amends the law in relation 

to licensing real estate brokers. To Li- 
cense and Miscellany Committee. 
_S. B. Nos. 460 and 461 amend the act 
in relation to the assessment of property 
on which there is a lien on account of a 
mortgage, trust deed or other instrument. 
To Revenue Committee. 

S. B. No. 464 provides for the regulation, 
licensing and bonding of collection agen- 
cies. To Insurance Committee. 

S. B. No. 475 provides for the licensing 
of installing and servicing refrigerator 
Systems. To Judiciary Committee. 


PENDING STATE TAX LEGISLATION 


S. B. No. 476 gives department of reg- 
istration and education authority to li- 
cense and examine the operation of eleva- 
tors. To Revenue Committee. 

S. B. No. 488 provides for the regulation 
of the practice of physio-therapy. To Li- 
cense and Miscellany Committee. 


Motor Vehicle Dealers Licenses.—H. B. 
Nos. 947 and 949 license and _ regulate 
manufacturers, distributors and dealers in 
motor vehicles and sales finance compa- 
nies. To Banks and Banking Committee. 


Property Taxes.—H. B. No. 874 requires 
penalties and costs on property forfeited 
for nonpayment of general taxes to be 
used for county purposes and on special 
assessments for city purposes. To Rev- 
enue Committee. 

H. B. No. 951 levies a state tax of one 
per cent for common school fund. To 
Education Committee. 

H. B. No. 993 permits county highway 
tax of 20 cents per $100 for 1937 and 1938, 
then reverting to 12% cents. To Roads 
Committee. 

H. B. No. 1011 raises township tax for 
poor from 3 to 5 mills and permits special 
town meeting up to October 1, 1937, to 
provide poor relief funds. To Municipali- 
ties Committee. 





















crease levy for poor relief up to Septem- 
ber 1, 1937. To Municipalities Committee. 

H. B. No. 1013 raises county tax for poor 
relief from 30 to 50 cents per $100. To Mu- 
nicipalities Committee. 

S. B. No. 429 increases the tax levy for 
maintenance of parks in towns and town- 
ships from 4% to % of a mill on each dol- 
lar of valuation. To Revenue Committee. 

S. B. No. 453 revises the law in relation 
to collection of taxes on real estate. To 
Judiciary Committee. 

S. B. No. 497 authorizes school boards 
of trustees to levy a tax of 1% per cent 
annually on all taxable property in the 
school district for education purposes. 


Retailers’ Occupation (Sales) Tax.—S. 
B. No. 426 provides the sales tax shall ap- 
ply to articles purchased outside of Illinois 
but used or consumed in Illinois. To Rev- 
enue Committee. 

S. B. No. 427 brings under sales tax cer- 
tain articles now exempted. To Revenue 
Committee. 

Stock Transfer Tax.—S. B. No. 431 pro- 
vides for a tax on the privilege of trans- 
ferring stock certificates. To License and 
Miscellany Committee. 

Utilities—H. B. No. 997 provides for as- 
sessment of property of telephone and tele- 
graph companies by state tax commission. 
To Revenue Committee. 

H. B. No. 998 assesses property of pipe 
line companies. To Revenue Committee. 


Approvals 


Retailers’ Occupation (Sales) Tax.—H. 
B. Nos. 490, 491, 497 and 498 amend and 
revise the administrative provisions of the 
Retailers’ Occupation (Sales) Tax Act. 


MARYLAND 


The following are tax measures approved 
since the last issue of the Bulletin. 


REGULAR SESSION 
Approvals 


Alcoholic Beverage Taxes. —S. 
No. 122 relates to the sale of alcoholic 
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beverages by hotels and clubs and the sale 
of beer, wine and liquor on Sunday. This 
bill becomes Ch. 


493. 
S. B. No. 288 authorizes wholesale li- 


censees, in addition to existing privileges 
to bottle 
brewed beverages. 


353 


alcoholic beverages, except 
This bill becomes Ch. 


H. B. No. 231 prescribes the license fee 


for manufacturing or fermenting and bot- 
tling wine from grapes grown in Maryland. 


H. B. No. 253 provides for the expira- 


tion of alcoholic beverage licenses in cer- 
tain cases. 


This bill becomes Ch. 399, 
H. B. No. 528 prohibits refunds on retail 


licenses for sale of alcoholic beverages in 
Baltimore City. This bill becomes Ch. 20. 


Amendments of Corporation Laws.—S. 


B. No. 173 amends Sec. 93, Art. 23, Anno- 
tated Code, 1935, relative to the dissolu- 
tion of corporations. 


Ch. 198. 


This bill becomes 


S. B. No. 256 alters and amends the law 


relative to corporations, associations and 
joint stock companies. 


Ch. 504. 


This bill becomes 


Gasoline Tax.—S. B. No. 341 amends the 


Gasoline Tax Law. This bill becomes Ch. 
B. No. 1012 permits Chicago to in- 395. 


H. B. No. 372 permits the operators of 


licensed airports to file returns for refunds 
of taxes paid for gasoline used for avia- 
tion purposes. 


This bill becomes Ch. 530. 
H. B. No. 459 authorizes the collection 


of the state gasoline tax on gasoline sold 
on Federal territory in Maryland. 
bill becomes Ch. 422. 


This 


Income Tax.—H. B. No. 218 proposes a 


constitutional amendment to allow taxes on 


This bill becomes Ch. 525. 


Inheritance Tax.—H. B. No. 9 exempts 
money on deposit in the names of hus- 
band and wife as joint tenants from in- 
heritance tax. This bill becomes Ch. 189, 

H. B. No. 599 provides for the pro-rating 
of taxes payable by fiduciaries under U. S. 
Revenue Act of 1936. This bill becomes 
Ch. 546. 


Insurance Tax.—S. B. No. 180 reclassifies 
for taxation purposes casualty, surety, etc., 
companies and increases the tax on pre- 
miums. This bill becomes Ch. 225. 


Motor Vehicles and Carriers.—S. B. No. 
113 amends Sec. 255, Art. 56, Annotated 
Code, 1935, relative to the extension of 
time for which permits to operate motor 
vehicles over specified routes may be 
granted. This bill becomes Ch. 82. 

S. B. No. 135 amends the law relating to 
the collection of taxes levied by Funks- 
town and Hancock on motor vehicles. This 
bill becomes Ch. 170. 

H. B. No. 4 amends Sec. 182, Art. 56, 
Annotated Code, 1935, relative to quarterly 
payments of motor vehicle registration 
fees. This bill becomes Ch. 202. 

H. B. No. 416 exempts motor vehicles 
owned and used by all accredited consular 
and diplomatic officers of foreign govern- 
ments from the payment of registration 
fees. This bill becomes Ch. 412. 


Property Taxes.—S. B. No. 26 fixes the 
rate of State taxation for the years 1937 
and 1938. This bill becomes Ch. 339, 

S. B. No. 29 amends Sec. 66, Art. 81, 
Annotated Code, 1935, relative to time of 


incomes. 
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the next general assessment. This bill be- 
comes Ch. 488. 

S. B. No. 327 amends Sec. 48, Art. 4, 
Public Local Laws, relative to tax sales in 
Baltimore City. This bill becomes Ch. 511. 

H. B. No. 195 amends the law relating 
to the sale of property acquired by coun- 
ty commissioners at tax sales. This bill 
becomes Ch. 245. 

H. B. No. 292 provides for tax deeds in 
certain cases to be given by the County 
Commissioners and establishes a_ limita- 
tion upon rights of action with respect to 
tax sale property. This bill becomes Ch. 
275. 

H. B. No. 342 authorizes a tax levy in 
3altimore County for 1938 and 1939 for 
the unemployed. 

H. B. No. 344 extends the time for levy- 
ing on real and personal property for taxes 
due in 1937 and 1938. This bill becomes 
Ch. 131. 

H. B. No. 363 provides for an alternative 
procedure for the sale of properties ac- 
quired by County Commissioners of the 
several counties and the Mayor and City 
Council of Baltimore City at tax sales. 
This bill becomes Ch. 248. 

H. B. No. 389 provides that proper nota- 
tions be made when property which has 
been sold for taxes has been redeemed. 


This bill becomes Ch. 107. 


H. B. No. 463 provides for the exemption 
from assessment and taxation of certain 
property. This bill becomes Ch. 423. 


H. B. No. 603 amends Secs. 66, 152, 153 
and 188 of Art. 81, Annotated Code, 1935, 
relative to refunds of State and local taxes. 
This bill becomes Ch. 469. 


H. B. No. 622 requires the nayment of 
taxes before a deed of conveyance can be 
recorded. This bill becomes Ch. 475. 


FIRST SPECIAL SESSION 


Approvals 


Admissions, Cosmetics, and Alcoholic 
Beverage Taxes.—S. B. No. 1 extends the 
collection of these taxes until September 
30, 1939, and makes other amendments to 
the laws. This bill becomes Ch. 11. 


_ Documentary Stamp Tax.—S. B. No. 1 
imposes a tax on the recording of written 
instruments. This bill becomes Ch. 11. 


Drivers’ Licenses.—S. B. No. 1 adds Sec. 
188A to Art. 56, Annotated Code, 1935, rela- 


tive to drivers’ licenses. This bill becomes 


Ch. 11. 


Income Tax.—S. B. No. 1 imposes at % 
of 1% a tax on incomes of individuals and 
corporations. This bill becomes Ch. 11. 


Motor Vehicles.—S. B. No. 28 exempts 
conditional sales contracts or other writ- 
ten instruments relating to motor vehicles 
from the documentary stamp tax. This 
bill becomes Ch. 8. 


MASSACHUSETTS 


The 1937 Regular Session of the Legis- 
lature which convened on January 6, 1937, 
adjourned sine die on May 29, 1937. The 
Governor approved H. B. No. 1969 which 
provides for a temporary additional tax 
upon personal incomes, corporations, suc- 
cessions and legacies. Other approvals, in 
addition to those listed below, will be re- 
ported in the next issue of the Bulletin. 








THE TAX MAGAZINE 


Approvals 


Alcoholic Beverages.—S. B. No. 400 pro- 
vides that not more than one application 
for a license for the retail sale of alcoholic 
beverages to be exercised on the same 
premises shall be received in any calendar 
year. Chapter 291. 

S. B. No. 457 makes certain changes in 
the laws relative to the sale of alcoholic 
beverages. Chapter 424. 


Business Licenses.—S. B. No. 401 ex- 
empts certain dealers in certain fuel oil 
from the provisions of law relating to 
hawkers and peddlers. Chapter 333. 

S. B. No. 434 changes the position of 
certain provisions of law relative to baker- 
ies. Chapter 362. 

H. B. No. 1815 amends the law relating 
to pharmacies. Chapter 343. 


Estate Taxation.—H. B No. 1562 amends 
the law relating to the taxation of trans- 
fers of certain estates. Chapter 420. 

H. B. No. 1969 provides for a temporary 


additional tax on successions and legacies. 
Chapter 422. 


Excise (Income) Tax.—H. B. No. 1913 
relates to the taxation of incomes and of 
certain business and manufacturing corpo- 
rations. Chapter 395. 

H. B. No. 101 relates to the taxation of 
domestic manufacturing corporations. 
Chapter 383. 

H. B. No. 1969 provides for a temporary 


additional tax on corporations. Chapter 
422. 


Motor Vehicle Licenses.—H. B. No. 1724 
prohibits discrimination as to age in ex- 
aminations of applicants for licenses to 
operate motor vehicles. Chapter 284. 

H. B. No. 1756 relates to fees for regis- 
tration of certain motor vehicles, trailers 
and semi-trailers. Chapter 377. 


Personal Income Tax.—H. B. No. 1969 
provides for a temporary additional tax 
upon personal incomes. Chapter 422. 


Property Taxes.—S. B. No. 446 further 
increases the scope of the investigation to 
be made by the special commission on 
taxation and public expenditures. Chapter 
58 resolves. 

H. B. No. 1665 relates to the reimburse- 
ment of cities and towns for loss of taxes 
on certain land owned by the common- 
wealth. Chapter 364. 

H. B. No. 1929 abolishes the Board of 
Tax Appeals and creates the Appellate Tax 
Board. Chapter 400. 


MICHIGAN 
Introductions 


The following bills have been introduced 
and not previously reported herein. 


Amusement Tax.—H. B. No. 652 pro- 
vides for an amusement tax of 10% where 
more than 10 cents is charged. To State 
Affairs Committee. 


Bicycle Tax.—H. B. No. 706 provides 
for registration and a 25 cent tax on bicycles. 
To State Affairs Committee. 


Business Licenses.—S. B. No. 281 au- 
thorizes townships over 10,000 to adopt 
ordinances regulating and licensing trades, 
businesses and motor vehicles. To Counties 
and Townships Committee. 

H. B. No. 640 provides for the licensing 
and bonding of abstractors. 
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Coin Machines.—H. B. No. 605 licenses 
and regulates the operation of coin oper- 
ated machines; slot machines and sales 
devices exempted. To State Affairs Com- 
mittee. 


_Drivers’ Licenses.—H. B. No. 724 pro- 
vides for return of driver’s license through 


appeal to court. To Public Safety Com- 
mittee. 


Motor Vehicles.—H. 13. No. 634 repeals 
the requirement for licensing of second 
hand motor vehicle dealers. To Judiciary 
Committee. 


Property Taxes.—H. B. No. 629 permits 
2% discount on payment of taxes by the 
20th of January of the succeeding year. 
To Taxation Committee. 


Sales Tax.—S. B. No. 337 places sales 
tax on municipal utilities. To Taxation 
Committee. 


Soft Drink Inspection—S. B. No. 356 
exempts manufacture and sale of apple 
cider and other fruit juices from soft drink 
inspection law. To Agriculture Committee. 


Taxes of Deceased Estates.—H. B. No. 
661 makes taxes preferred claims in de- 
ceased estates. To Judiciary Committee 


Approvals 


The following bills have become law 
and have not been reported herein. 


Corporations.—H. B. No. 411 exempts 
insurance corporations from application of 
P. A. 327, Acts 1931, relating to corpo- 
rations. FP. A. 51. 


Port Districts—Tax Limitations.—H. B.. 
No. 87 fixes a tax limitation on port districts 
of 2 mills. P. A. 40. 


Use Tax.—H. B. No. 317 imposes a tax 
of 3% on the storage, use or consumption 
of tangible personal property to supple- 
ment the Sales Tax. This bill is in the 
hands of the Governor for approval. 


MINNESOTA 


On May 24, 1937, the Governor called a 
special session of the Legislature which is 
now in session. Many bills have been in- 
troduced for the purpose of raising reve- 
nue. Thus far the following have been 
introduced: 


Introductions 


Alcoholic Beverage Taxes.—H. B. No. 28 
levies a tax of 10% on wholesale price oil 
intoxicating liquor. 

H. B. No. 26 increases the tax on liquor 
and wine. Liquor from 60 cents to $1 per 
gallon and wine increased from 5 to 1) 
cents per gallon. 

H. B. No. 67 provides that the Liquor 
Control Commissioner is to have approval 
of all manufacture, wholesale, on-sale and 
off-sale license issuances and transfers. To 
Rules Committee. ; 

H. B. No. 128 provides for affixing of tax 
stamps on liquor sold in Minnesota by out 
of state dealers. To Rules Committee. 


Chain Store Taxes.—H. B. No. 1 levies 4 
tax on chain stores of from $10 on one 
store to $750 on each store in chains over 
600 stores. To Taxes and Tax Laws Com- 
mittee. ; 

H. B. No. 4 amends the present chain 
store tax to impose only a per store tax; 
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adds mail order chain store tax. To Rules 
Committee. 

H. B. No. 77 levies a chain store and mail 
order house tax; graduated fees on stores 
and also tax on gross sales. To Rules 
Committee. 

H. B. No. 79 imposes a graduated tax 
on chain motion picture theatres. To 
Rules Committee. 

H. B. No. 97 imposes a chain farming 
tax ranging from $10 for first farm to $50 
for those in excess of four. To Rules 
Committee. 


Cigarette Tax—H. B. No. 127 levies a 
cigarette tax of 21%4 cents per package of 
20; 2 cents each 20 or fraction over that in 
a package, and 1 cent on papers. To Rules 
Committee. 


Coal and Fuel Oil.—H. B. No. 131 pro- 
vides that coal and fuel oil shall be listed 
and assessed annually on December 1. To 
Rules Committee. 


Gift Tax.—H. B. No. 6 imposes a tax on 
gifts. 


Income Tax.—H. B. No. 25 increases in- 
come tax rates and makes other changes 
in the income tax law. 

H. B. No. 81 levies a tax on incomes or 
annuities paid or granted when a grantor 
has conveyed real estate to an educational 
institution claiming tax exemption privi- 
leges under territorial law. To Rules Com- 
mittee. 


Investment Companies.—H. B. No. 5 
imposes a tax on shares of stock in invest- 
ment companies. To Taxes and Tax Laws 
Committee. 


Iron Ore Taxes.—S. B. No. 7 increases 
the occupation tax on iron ores and other 
ores from 6 to 9%. To Rules Committee. 

S. B. No. 5 and H. B. No. 89 provide for 
collection by state of ad valorem taxes on 
ore properties. To Rules Committee. 


H. B. No. 56 authorizes tax commission 
to reassess and establish assessed valua- 
tions of iron ore when placed in litigation. 
To Rules Committee. 


H. B. No. 75 increases the occupation tax 
on iron ore and other ores from 6 to 12 per 
cent. To Rules Committee. 


Iron Severance Tax.—H. B. No. 92 levies 
an iron ore severance tax. To Rules Com- 
mittee. 


_ Money and Credits Tax.—H. B. No. 27 
Increases the money and credits tax from 
3 to 5 mills. 

». B. No. 28 amends Section 2337, Ma- 
sons, 1927 Statutes, to exempt $2,000 of 
money and credits from taxation. To 
:Rules Committee. 


Motor Vehicles.—S. B. No. 42 proposes 
constitutional amendment to put motor ve- 
hicles under personal property taxes in- 
stead of motor vehicles license fee system. 
To Rules Committee. 


Oleomargarine Tax.—H. B. No. 109, an 
oleomargarine tax bill, provides for annual 
lees ranging from $5 to $1,000 and levies 


IS cents per pound tax. To Rules Com- 
mittee. 


Ore Properties Tax.—S. B. No. 5 pro- 
vides for the collection by the state of ad 


valorem taxes on ore properties. To Rules 
Committee. 


Personal Property Exemptions.—H. B. 
No. 132 amends law relating to personal 


property exemptions to exempt $200 in- 
stead of $100. To Rules Committee. 















ers of lands sold to the state for taxes for 
the years 1926 and 1927 an option to repur- 
chase the same. 


manufacturers’ materials and manufactured 


articles in their possession from 33% to 10%. 
To Rules Committee. 


levies a public utility excess tax. 

B 
earnings tax upon freight line companies, 
sleeping car companies, express companies 
and trust companies. 
upon telegraph companies. 


tax on telephone companies. 


tax on natural gas pipe line companies. To 
Rules Committee. 


gross earnings tax rate from 4 to 6%. To 
Rules Committee. 


vides for the taxation of railroad proper- 
ties. 


royalty tax from 6 to 9%. 
mittee. 


from 6 to 12 per cent. 
mittee. 


PENDING STATE TAX LEGISLATION 


Property Taxes.—S. B. No. 11 gives own- 


To Rules Committee. 
B. No. 64 changes classification of 


Public Utilities Taxes—H. B. No. 30 

No. 2 relates to the rate of gross 
H. B. No. 3 imposes a gross earnings tax 
H. B. No. 4 relates to a gross earnings 


H. B. No. 114 levies a 5% gross earnings 


H. B. No. 141 increases the telephone 


Railroad Properties.—H. B. No. 10 pro- 


To Rules Committee. 
Royalty Tax.—S. B. No. 8 increases the 
To Rules Com- 


H. B. No. 76 increases the royalty tax 
To Rules Com- 


MISSOURI 
Approvals 
The following laws have been approved 


and not reported herein. 


Collection of Taxes — Commissions. — 
B. 160 repeals and reenacts the law 


outlining the compensation paid collectors 


of taxes. 


Jackson County—Due Date of Taxes.— 
H. B. No. 26, Acts of 1937 changes the 
due date of taxes in Jackson County to 
July 1 from June 1, and permits rebates 
for taxes paid during first, second and third 
months. Penalties are changed from 10% 
per annum to 1% per month. 


Nursery Dealers—Inspection Fees. — 
S. B. No. 174 defines “Nursery Dealer,” 
provides for inspection of nurseries and in- 
spection fees equal to the cost of inspection 
not to exceed $5.00 for the first acre and 
50¢ for each additional acre. Dealers to 


be registered and shall pay an annual fee 
of $10.00. 


Retail Sales Tax.—Com. Sub. for H. B. 
No. 6, Laws 1937 repealed and reenacts the 
retail sales tax. The new tax is at the rate 
of 2% on retail sales and is operative from 
the date of its approval June 7, 1937 to 
December 31, 1939. 


NEW HAMPSHIRE 


The following bills have been introduced 
or approved in addition to those previouslv 
reported. 


Introductions 


Motor Vehicles.—S. B. No. 114 provides 
for special number plates for motor ve- 
hicles used by the National Guard. To 
Revision of Laws Committee. 


practice of optometry. 
Laws Committee. 






of taxes 
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Optometry.—S. B. No. 109 relates to the 
To Revision of 


Approvals 
Franchise Tax—H. B. No. 459 relates 


to forfeiture of charters of business cor- 
porations not paying franchise fees to the 
Secretary of State. 


Motor Vehicles.—S. B. No. 10 provides 


for the extended use of motor vehicle num- 
ber plates. 


Property Taxes.—H. B. No. 125 relates 


to appraisal of taxable property. 


NEW JERSEY 
The 1937 Regular Session of the New 


Jersey Legislature convened on January 
12, 1937. Since the last issue of the Bulle- 
tin, no introductions of bills affecting taxa- 
tion, have been made. 
have been enacted into law. 


The following bills 


Approvals 
Alcoholic Beverages.—A. B. No. 207 


fixes the fee at $1,000 for a “limited distill- 
ery license.” 


Chapter 118. 
A. B. No. 381 provides that municipal 


limitation of number of alcoholic beverage 
licenses shall be by ordinance and only after 
notice and public hearing. Chapter 136. 


Inheritance Tax.—A. B. No. 160 pro- 


vides that inheritance taxes shall be levied 
upon step-children and persons standing 
in mutually recognized parent and children 


relationship for ten years prior to death. 


Chapter 128. 


Property Taxes.—A. B. No. 65 repeals 
Ch. 46, P. L. 1936, affecting the collection 
from fraternal organizations. 
Chapter 170. 

A. B. No. 468 extends the time for the 


completion of railroad tax hearings by the 


State Board of Tax Appeals. Chapter 137. 


Utilities—A. B. No. 522 provides that 
where a corporation shall have paid to a 
taxing district an excessive amount of 
gross receipt taxes it may recover such 
excessive payments in future years. Chap- 
ter 157. 

A. B. No. 523 makes gross receipt taxes 
and franchise taxes of public utility corpo- 
rations payable thirty days after the certifi- 
cation of apportionment instead of quarterly. 
Chapter 158. 

A. B. No. 524 makes gross receipts taxes 
of street railway companies payable thirty 
days after certification of apportionment 
instead of quarterly. Chapter 159. 


NEW YORK 


The Governor has disposed of all the 
bills left in his hands by the Legislature 
upon adjournment. Below are digested 
all the laws affecting taxation not previously 
reported herein. The Municipal Assembly 
of N. Y. City has passed bills extending for 
one year the local emergency tax measures. 
The bills impose laws similar to the ones 
now in force except that the tax on public 
utilities is at 1%. 


Approvals 


Alcoholic Beverages—Temporary Beer 
Permits.—(A. B. No. 1911) Authorizes one 
day permits for the sale of beer to be 
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issued for indoor gatherings as well as| 
outdoor and for “functions, occasions or 
events.” Chapter 452. 


Ascertainment of Gain or Loss.—(S. B. | 
No. 1261) Provides that basis for property 
acquired by transfer in trust after Dec. 31, | 
1936 shall be the same as it would be to| 
the grantor, increased or decreased in an 
amount recognized to the grantor upon 
the transfer under the law applicable to 
the year in which the transfer was made. 
Chapter 549. 





Cancellation of Permits.—(S. B. No. 
1572) Amends the Alcoholic Beverage Con- 
trol Law by repealing and reenacting Sec. 
127-a relating to surrender and cancellation 





of permits. Chapter 520. 


Collection of Personal Income Tax.— 
(S. B. No. 865) Authorizes commission to 
issue warrant for collection of tax if as- 
sessed by commission or to be paid in 
installments and if not paid within 30 days 
after due, or if a delay of 30 days would 
jeopardize collection a warrant may be is- 
sued within that period. Chapter 552. 


Common Trust Funds.—(S. B. No. 1490) 
Defines “common trust funds” and pro- 
vides for the taxation of income of such 
a fund to the participants of the fund. 
Such funds are not to be subject to tax- 
ation and are not to be considered corpora- 
tions. Chapter 570. 


Consolidation of Corporations—(S. B. 
No. 781) Amends the Stock Corporation 
Law generally relating to consolidation of 
corporations and amends the Tax Law in 
Section 180 relating to the organization 
tax on new corporations resulting from 


consolidation of old corporations. Chapter 
359. 


Deductions from Gross Income.—(S. B. 
No. 1259) Repeals Sec. 360(12) of the Tax 
Law relating to deduction from gross in- 
come of income connected with the pro- 


duction of income of moneyed capital. 
Chapter 548. 


Definition of Motor Fuel.—(S. B. No. 
1816) Provides that if kerosene or crude 
oil is mixed with other products and the 
resulting mixture can be used to operate 
a motor vehicle engine, it shall be in its 
entirety “motor fuel.” Chapter 509, 


Deposit of Taxes Collected.—(A. B. No. 
1564) Provides for a greater degree of 
uniformity with respect to the payment 
of interest on taxes deposited by amending 
the county law, the town law, the village 
law, the state finance law, the tax law, 
the second class cities law, Ch. 422, Laws 
of 1933, Ch. 823, Laws of 1926 and the 
public officers law, relating to banks desig- 
nated for deposit of moneys and the inter- 
est thereon. Chapter 680. 


Determination of Net Estate—Funeral | 
Expenses.—(A. B. No. 2383) Provides | 
that bequests for perpetual care of burial | 


lot shall be deemed a funeral 


Chapter 644. 

Diesel Motor Fuel.—(S. B. No. 859) 
Provides that records and reports shall be 
kept of diesel fuel “purchased in this state 
for use” in the operation of a vehicle, 


expense. 
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Exemptions.—(S. B. No. 868) Makes the 
exemption provisions of Sec. 249-g apply to 


|any tax on net estate, and not “The tax 


of 4/5 of 1%” as the law read previously. 
Chapter 550. 


Foreign Corporations—Doing Business 
—Owning Property—(A. B. No. 2380) 
Clarifies the law relative to doing business 
in the state by foreign corporations, pro- 
viding that such corporations shall not be 
deemed to be doing business solely by 
reason of having office furniture, bank 
balances, securities pledged, etc., in the 
state. Chapter 905. 


Franchise Taxes under Articles 9 and 
9A.—(S. B. No. 1845) Requires all taxes 
under Art. 9, Tax Law to be paid with the 
filing of the report; all taxes due under 
Art. 9A to be paid one-half on May 15 
with the filing of the report and the bal- 
ance on November 15, if notice is given 
by October 15; changes the due date of 
reports for fiscal year corporations whose 
years end after Feb. 28 and prior to July 1, 
making the report due 4 months after the 
close of the fiscal year, as well as making 
many administrative changes in Art. 9 and 
Art. 9A. Chapter 496. 


Gross Estate— Transfers in Trust.— 
(S. B. No. 871) Amends Sec. 249-r by re- 
quiring inclusion in the gross estate of any 
interest which decedent may have trans- 
ferred by trust or otherwise where the 
enjoyment was subject at his death to 
change through the exercise of a power 
by decedent alone or with another, no 
matter where the source of the power. 
Chapter 551. 


Information and Payment at Source— 
Personal Income Tax.—(S. B. No. 869) 
Authorizes the commission, where collec- 
tion of tax is in jeopardy, to require with- 
holding agent to return and pay tax at any 
time or from time to time. Chapter 557. 


Lien of Estate Tax.—(S. B. No. 975) 
Provides that the lien of the estate tax shall 
be subject to a mortgage lien existing on 
real property prior to ithe time when the 
tax became a lien. Chapter 555. 


Lien of Inheritance Tax—Residents.— 
(S. B. No. 976) Provides that the lien of the 
inheritance tax on resident transfers shall 
be subject to the lien of any mortgage 
existing on real property prior to the time 
when the tax became a lien. Chapter 556. 


Lien of Tax—Art. 10-B.—(S. B. No. 972) 
| Provides that the lien of tax under Art. 


|10-B shall be subject to the lien of any 


|mortgage existing on real property prior 
|to the time when the tax becomes a lien. 
| Chapter 553. 

Lien of Tax—Inheritance Tax—Nonresi- 
dents.—(S. B. No. 974) Provides that the 
lien of the inheritance tax on nonresident 
| transfers shall be subject to the lien of any 
| mortgage existing on real property prior 


| Chapter 554. 





to milk control by requiring milk dealers, 


| 


instead of “consumed in the operation of | Who are brokers and who handle no milk 


a vehicle.” Chapter 571. 
Distributors of Beer.—(S. B. No. 1336) 


Imposes a new license on vendors of beer 


in cities of 1,000,000 or more and provides 
for conditions under which it shall be ex- 
ercised. The license fee is $75.00 annually. 
Chapter 519. 


| physically, to pay a license fee of $25 
annually. Chapter 409. 

| Milk Publicity Tax—(A. B. No. 589) 
| Extends the milk publicity tax of 34¢ per 100 
| pounds of milk sold during the period from 
ithe effective date of the Act to March 31, 
1938. Chapter 329. 


ito the time when the tax becomes a lien.|! of € 
in the consolidation. 


Milk Dealers.—(S. B. No. 1042) Relates | 
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Net Business Income.—(S. B. No. 987) 
Amends the definition of “entire net in- 
come” so as to make it include 90% of 
the interest on indebtedness to stockholders 
or family, except that such interest up to 
$1,000 may be deducted, instead of includ- 
ing all such interest except on moneys 
borrowed for ordinary expenses. Chap- 
ter 499. 


New York City Enabling Act.—(S. B. 
No. 1990) Extends the authority of New 
York City to enact emergency tax laws 
until June 30, 1938. The authority to enact 
a gross income tax on utilities is limited 
to a tax at the rate of 1% in accordance 
with Chapter 321, Laws 1937 imposing such 
a tax for the State. Chapter 327. 


Organization Taxes—Changes in Capital. 
—(S. B. No. 1785) Amends the Tax Law 
relating to the organization taxes due upon 
corporate changes of par value stock to no 
par value stock and from no par value to 
other no par value shares. Chapter 632. 


Personal Income Tax—Basis for Deter- 
mining Gain or Loss on Reorganizations.— 
(S. B. No. 1260) Redefines the terms “re- 
organization” and “party to a reorganiza- 
tion” and “control” for the purpose of 
determining gain or loss under the Per- 
sonal Income Tax Law, so as to make 
“reorganization” include the acquisition by 
one corporation for its voting stock, 80% 
of the voting stock and 80% of the total 
number of all other shares of another cor- 
poration, instead of a majority of the vot- 
ing stock and all other stock, as was 
previously required. Chapter 547. 


Premium Tax on Insurance Companies. 
—(S. B. No. 1859) Amends the Tax Law 
and the Insurance Law in relation to the 
premium tax. The new provisions base the 
tax on the risk located or resident in the 
State instead of business done in the State. 
A further change provides in effect that if 
no tax is paid in another state on premi- 
ums which cannot be allocated to this state, 
they will be taxable in this State. Re- 
insurance is no longer taxed. Chapter 530. 


Refund of Stock Transfer Tax.—(S. B. 
No. 860) Provides that stamps erroneously 
affixed may be refunded if the claim is 
presented within one year after the errone- 


ous affixing, instead of 90 days. Chapter 
647. 


Restrictions on Licensees.—(A. B. No. 
1882) Prohibits licensees except holders ot 
winery licenses to keep alcoholic beverages 
other than the kind their license permits 
them to sell. Chapter 507. 


Revision and Readjustment of Accounts. 
—Consolidations.—(S. B. No. 1605) Pro- 
vides that if revision shall be made under 
Sec. 218, Tax Law, of an assessment based 
upon a consolidation, that the Tax Com- 
mission shall have the power to resettle 
the account of each corporation involved 
Chapter 546. 


Salaries of Public Officials and Judges— 
(S. B. No. 1943) Provides that salaries and 
compensation of all public officials and 
judges shall be included in gross income 


Chapter 744. 


Salaries of U. S. Employees and Officials. 
—(S. B. No. 1256) Repeals Sec. 359(2)(1). 
Tax Law, the provision exempting the sal- 





aries of employees and officials of the Fed- 
eral government from taxation. Chapter 717. 
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Special Permits.—(A. B. No. 1876) Au- 
thorizes the liquor authority to issue 
special permits to purchase alcohol to a 
dentist, veterinarian, optometrist and chi- 
ropodist. Chapter 506. 


Stock Transfer Tax—Penalties.—(A. B. 
No. 2382) Provides for penalties for failure 
to affix stock transfer stamps to stock 
transferred, in addition to others, of $1 per 
share instead of $10 per share. Chapter 906. 


Town Law — Licensing Occupations. — 
(A. B. No. 2185) Amends the Town Law 
generally. Sec. 136 is amended to authorize 
regulating as well as licensing occupations 
by the town board and is amended to in- 
clude many additional occupations. Chap- 
ter 495, 


Village Law—Collection of Taxes in In- 
stallments.—(A. B. No. 1411) Authorizes 
villages to permit installment payments of 
$10 instead of $20 in redemption of cer- 
tificates of sale of land for taxes issued to 
and owned by the village. Chapter 673. 

Village Law—Sale of Bonds.—(A. B. 
No. 554) Authorizes villages which had 
not held tax sales on Feb. 28, 1937 to issue 
and sell bonds in anticipation of taxes for 
that year. Chapter 662. 


OKLAHOMA 


The 1937 Regular Session of the Okla- 
homa Legislature adjourned sine die on 
May 11, 1937. The following approvals, 
together with those previously reported 
complete the list of laws enacted at the 
Session. 


Approvals 


Property Taxes.—S. B. No. 274 extends 
the time of payment of 1936 ad valorem 
taxes. 

H. B. No. 21 provides for continuing re- 
strictions on land sold for taxes. 

H. B. No. 650 provides the manner of pay- 
ment of delinquent taxes on homesteads. 

State Taxes.—H. B. No. 478 provides for 
a system of uniform procedure in the as- 
sessment, payment and collection of all 
State taxes. 

H. B. No. 607 authorizes the tax commis- 


sioner to refund tax erroneously paid since 
January 1, 1931. 


PENNSYLVANIA 


The Pennsylvania Legislature adjourned 
on June 5, 1937. The following approvals 
are reported. 


Approvals 


Chain Store Tax.—H. B. No. 228 levies 
a graduated tax on chain stores and the- 
atres. Act No. 344. 


Constitutional Amendment.—H. B. No. 


proposes an amendment to permit grad- | 


uated income, etc., taxes. 


Inheritance Tax.—S. B. No. 1355 amends 
Sec. 27 of Act of July 20, 1917, P. L. 1144, 
relating to free libraries, to exempt from 
collateral inheritance tax all gifts or en- 
dowments made to national libraries. 


Gasoline Tax.—H. B. No. 2057 is an act | 


relative to fraud and deception in the sale 
of liquid fuels and requires the registration 
and inspection of liquid fuels pumps. Act 
No. 307 

H. B. No. 2242 reduces the distributor’s 
discount for collection of the Liquid Fuels 
Tax. Act No. 358. 


J . 
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Licenses.—H. B. No. 915 authorizes the 
Department of Public Instruction to fix 
annual expiration date for licenses and 
registration certificates for professions, 
trades and occupations. Act No. 222. 

H. B. No. 1129 provides for the licensing, 
bonding or holding of collateral of certain 
dealers in farm produce in the state. 

H. B. No. 1524 amends the barbers’ li- 
cense law. Act No. 354. 

H. B. No. 780 amends the boxing and 
wrestling license law. Act No. 355. 

H. B. No. 672 amends the employment 
agencies’ license law. Act No. 240. 

H. B. No. 794 amends the small loan li- 
cense law. Act No. 268. 

H. B. No. 1411 amends the optometrist’s 
license law. Act No. 220. 


Property Taxes.—H. B. No. 1043 reen- 
acts the state personal property tax for 
two years at a rate of 8 mills; the state to 
collect all and return half to counties. 

H. B. No. 1113 enables tax collectors and 
receivers of taxes to make returns of un- 
paid taxes assessed on seated lands for 
1929, 1930, 1931, 1932, 1933, 1934 and 1935 
and validating liens of such taxes. 

H. B. No. 1265 amends Section 1 of Act 
of May 8, 1929, P. L. 1656 as amended to 
authorize all political subdivisions to re- 
fund taxes erroneously and inadvertently 
paid into their treasuries. 

H. B. No. 1303 provides for abatement of 
penalties on delinquent tax in school dis- 
tricts in cities of the first class for 1936 and 
prior years if all delinquent taxes are paid 
in four equal semi-annual installments, be- 
ginning August 1, 1937. 

H. B. No. 666 provides that municipali- 
ties may sue out writs of scire facias on 
tax claims where the lien of tax has been 
lost. Act No. 264. 

H. B. No. 1474 amends the municipal 
tax lien provisions relative to suggestions 
a averments of non-payment. Act No. 

H. B. No. 1732 excludes levies for debt 
service from county ten-mill limitation 
Act No. 258. 

H. B. No. 1628 amends the First Class 
Township Law in regard to bonds for 
treasurers. Act No. 364. 

H. B. No. 1113 amends the provisions 
relative to return of unpaid taxes and the 
lien therefor. Act No. 245. 

H. B. No. 697 enables tax collectors and 
their sureties to collect taxes for which 
they have become personally liable. Act 
No. 335. 

H. B. No. 234 continues the Act of May 
18, 1933, No. 131, relative to stays of writs 
of execution and tax sales. Act No. 225. 

S. B. No. 256 amends Third Class County 
Law. Act No. 256. 

S. B. No. 358 amends Second 
Township Law. Act No. 366. 





Class 


SOUTH CAROLINA 


Before the South Carolina Legislature 
adjourned, May 21, 1937, the following 
laws, not previously reported, were ap- 
proved. 


Approvals 


Banks.—H. B. No. 1162 levies a tax on 
income of banks. 


Candy.—S. B. No. 808 eliminates the pro- 
visions of subsection 2557 of the Code of 





1935 relative to license tax on sale of candy. 












1932 as amended by Act 273 of the Acts of 
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Commercial Feedstuff.—H. B. No. 940 
provides that no tags or cards shall be 
fastened by metal holders, to bags con- 
taining commercial feedstuff. 


Fish Products.—H. B. No. 459 provides 
for tax on fish products imported into this 
state. 


Gasoline Tax.—S. B. No. 266 requires 
that license fees and gasoline taxes col- 
lected in connection with aeronautics be 
paid into the state fund. 


Naturopathy.—S. B. No. 524 creates a 
board of naturopathic examiners and regu- 
lates the practice of naturopathy. 


Power Tax.—H. B. No. 1068 amends 
Sec. 2558, P. L., by exempting from the 
provisions of the power tax levied therein 
wholly owned subsidiaries supplying power 
to the parent industrial corporation. 


TENNESSEE 


The Tennessee Legislature adjourned 
May 21, 1937. Important tax measures 
which become law include: 


Approvals 


Advertising Tax.—H. B. No. 163 au- 
thorizes municipalities to levy tax for ad- 
vertising. Chapter 163. 


Cigarette Tax.—H. B. No. 1591 reduces 
the cigarette tax. Chapter 295. 


Excise Tax.—H. B. No. 1225 reduces the 
excise tax to 3.75%. Chapter 176. 


Gasoline Tax.—S. B. No. 1227 reduces 
the bond required of gasoline dealers. 

H. B. No. 1226 amends the Gasoline 
Tax Act, defining “dealer.” Chapter 202. 

H. B. No. 1564 exempts gasoline for 
industrial use from tax. Chapter 288. 


General Revenue Bill.—H. B. No. 1235 


amends the General Revenue Bill. Chapter 
192. 


Income Tax.—H. B. No. 1601 amends the 
Hall Income Tax Act. Chapter 297. 


Motor Vehicles.—H. B. No. 1056 au- 
thorizes the finance and taxation commis- 
sioner to make reciprocal agreements as 
to motor vehicles. Chapter 242. 

H. B. No. 1246 provides for certificates 
to truck operators. Chapter 167. 


Privilege Taxes.—H. B. No. 1221 pro- 
vides for the collection of delinquent privi- 
lege taxes. Chapter 200. 


Property Taxes.—S. B. No. 504 exempts 
housing authorities’ bonds from taxation. 
Chapter 214. 

S. B. No. 526 provides for tax certificate 
sale. Chapter 206. 


Tobacco Act.—H. B. No. 1222 exempts 
hand made twist tobacco from 1937 tobacco 
act. Chapter 201. 


Utilities —H. B. No. 
on domestic street 
Chapter 157. 


1093 levies a tax 
railway companies. 


TEXAS 


The 1937 Regular Session of the Legisla- 
ture adjourned sine die on May 22, 1937. 
No tax measures of any importance were 
enacted. The following approvals, together 
with those previously reported, complete 
the list of laws enacted at the Session. 
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Regular Session 
Approvals 


Business Licenses.—H. B. No. 759 defines 
and licenses wholesale and retail fur buyers 
and trappers. 


Cigarettes.—S. B. No. 247 regulates the 
movement of cigarettes into and out of 
states adjoining Texas. 

Motor Vehicle Drivers’ Licenses.—-H. B. 
No. 16 amends generally the motor vehicle 
drivers’ license law. 

Property Taxes.—S. B. No. 477 relates 
to taxing units and delinquent tax claims. 

H. B. No. 105 requires owners or agents 
of real estate or other taxable property 
to give post office address of owner when 
rendering same for ad valorem taxation. 


Special Session 


The Texas Legislature convened in Spe- 
cial Session on May 27, 1937 for the pur- 





Significant Decisions of the 


Board of Tax Appeals 


Assignees—Income from Absolute Assignment of Rights 
—Taxability—(1) The income from absolute assignment 
In 1929, the taxpayer made 
an irrevocable assignment to his wife, without considera- 
tion, of certain rights which had completely accrued under 
a contract for the payment of a bonus or additional interest 
The assignee subse- 
quently obtained a judgment which was paid in 1931. 
held that the money paid to assignee pursuant to the judg- 
ment was not income of the taxpayer and is not taxable 


of rights is taxable to assignee. 


on a loan made by the taxpayer. 


to him. [From the opinion]: 


Where the thing assigned is a property right productive of income 
and the assignment effectively divests the assignor of all control over 
the property so that he can not defeat subsequent payment of income 
to the assignee, the income thereafter arising from such property is 
income to the assignee by virtue of his ownership. 


(2) Certain expenditures for dues and expenses in social, 
civic, and political clubs are held not deductible as business 
expenses under section 23(a) of the Revenue Act of 1928 


for lack of proof. 


(3) Amount claimed deductible for depreciation of office 
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pose of repealing the pari-mutuel tax on 
horse racing. After the enactment of this 
legislation, the Governor will add other 
subjects to the call for legislative action. 
Special sessions are limited to 30 days 
time. 


WISCONSIN 


With the exception of the approval by 
both Houses of A. B. No. 282, providing 
for the refund of chain store taxes illegally 
collected, no legislative action of impor- 
tance has been taken on previously re- 
ported introductions of special interest. 


Introductions 


Alcoholic Beverages.—A. B. No. 884 re- 
lates to wholesaler’s licenses for the sale 
of fermented malt beverages. To Excise 
and Fees Committee. 


July, 1937 


Income Tax.—A. B. No. 894 relates to 
the income tax. To Finance Committee. 


Motor Vehicles.—A. B. No. 905 relates to 
the issuance of license plates for power 
cycles. To Finance Committee. 


Property Taxes.—S. B. No. 441 relates to 


the supervision of assessments. To Corpo- 
ration and Taxation Committee. 


Approvals 


Chain Store Tax.—A. B. No. 282 would 
refund chain store taxes illegally collected. 
In hands of Governor. 


Property Taxes.—S. B. No. 36 relates 
to property exempt from taxation. This 
bill becomes Ch. 129. 

A. B. No. 67 relates to delinquent taxes. 
This bill becomes Ch. 147. 

A. B. No. 737 relates to county scrip and 
waiver of taxes. This bill becomes Ch. 172. 





time of acquisition until sale, and the facts fail to show 
that the purchase and sale thereof was primarily a trans- 
action entered into for profit, it is held that the petitioner 
is not entitled to a deduction for a loss from such sale 


It is 


returns. 


equipment disallowed for failure to prove cost and useful 


life of property.—Louis Boehm v. 


9652 [CCH]; Docket 78692. 


Estate Tax—Life Insurance Proceeds.—Prior to 1918 the 
decedent, who died in 1931, had taken out three insurance 
policies on his life, irrevocably naming his wife, May Bill- 
It is held that the proceeds of the 
policies were not a part of the decedent’s gross estate. 
“The mere right to say when the proceeds of the insurance 
policies should be paid to the beneficiary does not amount 
They irrevocably belonged 
to the beneficiary from the date the policies were taken out. 
The decedent also took out an insurance policy on his life 
in 1921, naming his estate as beneficiary and reserving the 
In 1931 the policy was 
split into three policies, and on June 24, 1931, the decedent 
in contemplation of death assigned the policies to others. 
It is held that the proceeds of these policies are includible 
The Board disagrees with Guettel vw. 
“It appears to us that the phrase 
‘all other beneficiaries’ in subdivision (g) [of Sec. 302, 1926 
Act] is broad enough to include an assignee where the pol- 


ings, as beneficiary. 


to a control of the proceeds.” 


right to change the beneficiary. 


in the gross estate. 
U. Ss... GF Ct. Cle. 6f3. 


Commissioner, Decision 


under section 23(e) of the Revenue Act of 1932.—R. C. Bay- 
liss v. Commissioner, Decision 9656 [CCH]; Docket 84472. 


Penalties—Failure to File Returns.—(1) Where petitioner, 
a nonresident alien, failed to file individual income-tax re- 
turns as required by law for 1920 to 1923, the filing of with- 
holding tax returns by his withholding agents and the filing 
of partnership returns by the said agents in their own be- 
half, did not start the running of the period of limitations. 
A 25 per cent penalty was properly assessed against the 
taxpayer because of his failure to file required income-tax 
The facts fail to sustain petitioner’s contention 
that his agents were under obligation to file individual in- 
come tax returns on his behalf, but, regardless of that fact, 
failure of the agents so to file did not excuse the taxpayer. 

(2) Bank deposits as basis for determining income.—The 
Commissioner properly determined the taxpayer’s net in- 
come from his gross bank deposits, where over a period of 
years the taxpayer failed to file returns, and other evidence 
was lacking.—A-rel Holmstrom v. 
9651 [CCH]; Docket 81373. 


Refunds—Statute of Limitations.—Petitioner paid income 


Commissioner, Decision 


taxes for 1932 on March 15, 1933, and made an additional 
payment on September 5, 1934. Thereafter, the Commis- 


year. 


icy was assigned to a named person or persons without a 


valuable consideration.”—May Billings and City Bank Farm- 
ers Trust Co., Exrs., Last [Vill and Testament of Richard 
Billings, Deceased v. Commissioner, Decision 9657 [CCH]; 


Docket 81638. 


Non-deductions—Loss from Sale of Residential Prop- 
erty.— Loss from sale of residential property is not deducti- 
Where property was used as a residence from the 


ble. 


sioner determined a deficiency for 1932. On April 19, 1935, 
a petition was filed alleging a specific assignment of error 
which, if considered alone, could not have resulted in any 
overpayment of tax. 
ber 5, 1934, petitioner was permitted to amend his petition 
and assign an additional error entirely different from the 
one originally assigned, which error the Commissioner ad- 
mitted, and which resulted in no tax liability whatever tor 
1932 and therefore an overpayment of all taxes paid for that 
It is held that the portion of the overpayment which 
petitioner paid on September 5, 1934, was paid within two 
years before the filing of the “petition” as that term !s 
used in section 5(4(a) of the Revenue Act of 1934. 
held, further, that the amendment in question, which was 
filed more than two years after the payment of the tax, 
did not set up a new cause of action, but related back and 
became effective as of the date of the filing of the original 
petition —Edward E. Rieck v. Commissioner, Decision 9663 
[CCH]; Docket 79157. 


Stocks—Restriction against Sale—Taxability.—Stock re- 
ceived in 1929 subject to a restriction against sale for a 
certain period had no fair market value capable of being 
ascertained with reasonable certainty at date of receipt. 
therefore did not represent taxable income for services per- 
formed by the recipient. 
1 9194], followed—Morris D. Kopple v. Commissioner, De- 
cision 9646 [CCH]; Docket 69323. 


More than two years after Septem- 


It is 


It 
Tex-Penn Oil Co. [374 CCH 





Capital Stock Tax Returns Issued 


NOMMISSIONER of Internal Revenue Guy T. 
C Helvering has announced that Forms 707, on 
which domestic corporations will be required under 
Sec. 105 of the Revenue Act of 1935, as amended, to 
file Federal capital stock tax returns for the year 
ending June 30, 1937, were forwarded to the various 
collectors of internal revenue the latter part of May 
and are now being issued to taxpayers. Such returns 
are required to be filed with the collector, and the 
taxes due thereon, computed «zt the rate of $1.00 for 
each full $1,000.00 of the declared value, paid on or 
before July 31, 1937. The distribution of the return 
forms to the corporations was instituted as a con- 
venience, but the failure to receive the required form 
does not relieve a corporation from its responsibility 
since capital stock taxes are due and payable without 
assessment by the Commissioner or notice from the 
collector. 


Corporations which were engaged in business dur- 
ing the year ended June 30, 1936, will be required to 
file returns for the year ending June 30, 1937, show- 
ing on such returns an adjusted declared value, based 
upon the original value declared for the previous 
year, and computed in accordance with the provi- 
sions of Sec. 105(f) of the Act. No adjustments 
other than those specifically provided for in the stat- 
ute, and listed on the return form, may be made. 

New corporations created subsequent to June 30, 
1936, and corporations to which the Commissioner 
granted exemption from the tax on the ground of 
“not doing business” during the year ended June 30, 
1936, will be required to file a return for the current 
year and make an original declaration of value. 

The unusually early distribution of the forms will, 
with very few exceptions, allow ample time for tax- 
payers to prepare their returns and submit them to 
the respective collectors before the expiration of the 
filing period, thereby rendering requests for exten- 
sions of time unnecessary. In the case of prac- 
tically every corporation, complete data are available 
at the present time for making the statutory adjust- 
ments on the 1937 capital stock tax return and for 
the computation of the tax due. This fact, while 
generally applicable to all corporations, is particu- 








larly pertinent in the case of those corporations 
whose officers contemplate absence from their offices 
during July, and who may prepare the returns before 
their departure. 

As the failure to file a capital stock tax return 
before the expiration of the filing period will subject 
the taxpayer to liability for a delinquency penalty 
and interest, corporations are urged to file their 
returns and pay the taxes due as soon as practicable. 

Regulations 64 (1936 Edition), as amended by 
Treasury Decisions 4667 and 4691, govern the ad- 
ministration of the capital stock tax. 


Dallas and San Francisco Field Divisions 
to Settle Income Tax Cases 


HE Internal Revenue Agents in Charge of Field 

Divisions with headquarters at Dallas, Texas, 
and San Francisco, California, have been authorized 
by Commissioner of Internal Revenue Guy T. 
Helvering, effective July 1, 1937, to issue final notices 
of deficiency in income tax cases arising in their 
respective jurisdictions. These letters, commonly 
referred to as “ninety-day letters” represent the final 
notice under the statute to income taxpayers of the 
proposed assessment of additional taxes and advise 
them that upon petition the case will become subject 
to the jurisdiction of the United States Board of 
Tax Appeals. 


The Internal Revenue Agent in Charge at Dallas 
is B. W. Wilde, and at San Francisco is F. M. 
Harless. These officers have also been authorized 
by Commissioner Helvering to assume the responsi- 
bilities and authority of the Income Tax Unit in 
Washington in the conduct of negotiations for set- 
tlement in respect of proposed increases in tax liabil- 
ity and in the consideration of the entire record in 
the endeavor to reach agreements with taxpayers or 
their counsel. 


The effort is to afford the taxpayers a more con- 
venient and less costly method of disposing of their 
income tax questions and to enable the Bureau of 
Internal Revenue to expedite the work of audit and 
investigation. Heretofore the only office outside of 
the Bureau of Internal Revenue in Washington au- 
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The Capitol—in Corot Painting Effect 


thorized to issue ninety-day letters and negotiate 
settlements has been that of the Internal Revenue 
Agent in Charge at Cleveland. 


Internal Revenue Agents in Charge Wilde and 
Harless will be assisted by a staff of engineers, attor- 
neys from the office of the General Counsel of the 
Treasury Department and technicians of long and 
varied experience, and arrangements will be under- 
taken with the United States Board of Tax Appeals 
to have speedy trial in instances where settlement 
negotiations by the representatives of the Bureau 
with the taxpayers are not successful. 


This procedure will result in the withdrawal of 

many cases from the field of legal controversy. The 
taxpayer will have the advantage of conducting his 
final contacts with the Bureau near his home or place 
of business, and failing to reach an agreement with 
the field forces will have the opportunity to present 
his views and arguments to representatives of the 
3ureau and the Department of the Treasury who 
will have had no prior contact with the case. The 
plan is designed primarily to save time and money 
for taxpayers, although it intends and should result 
in more speedy trial of issues before the Board of 
Tax Appeals and the courts. 


WPA Tax Survey Projects Pay Own Way 


EDERAL, state, county and municipal tax treas- 
uries have derived a direct cash benefit of multi- 
plied millions of dollars as a result of two types of 
projects in operation under the Federal Works Pro- 
gram. QOne type of such projects is devoted to a 
survey of delinquencies in the payment of taxes due 
the federal government. The other type is devoted 
to real property surveys under which the states, 
counties and municipalities have benefited through 
the revision of tax assessments and the discovery of 
millions of dollars worth of property that had 
escaped the rolls. 
In the two years during which the federal project 
has been in progress, Works Progress Administra- 
tion employes taken from the relief rolls have discov- 
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ered and recovered for Uncle Sam 
the not mean sum of more than 
$24,000,000. Most of this total has 
come from a multitude of small 
accounts, generally created by 
oversights on the part of the de- 
linquent taxpayers although some 
might have had hopes that Uncle 
Sam would overlook their de- 
linquency. 

In many instances, the WIA 
workers were given the job of 
collecting the unpaid federal 
taxes. Collections thus made 
have amounted to more than 
$10,000,000, according to latest 
available figures, and constitute a 
sum more than twice as large as 
their total WPA wages.  Like- 
wise, the real property surveys for 
states and lower political subdivi- 
sions have more than paid their 
way in making possible the col- 
lection of millions of dollars in taxes on property 
which had not been carrying its fair share of the 
burden because of faulty assessments. Such projects 
have been and are operating in a score of states, and 
hundreds of counties and municipalities. 

The federal tax delinquency surveys are of three 
kinds. One section deals with luxury taxes, another 
with income taxes, and the third with beverage taxes. 

Altogether about three thousand WPA workers 
are employed on these tax delinquency surveys, as 
investigators or collectors. The largest number of 
them deal with luxury tax returns. These luxury 
taxes are levied on sporting goods, theatre tickets 
and other entertainment admissions, radios, refriger- 
ators and other household appliances; on furs, cos 
metics, laces and similar furbelows. About 1500 
WPA workers in twenty large cities help the regular 
office force of the district by checking up on these 
taxes. They are paid $95 a month, and the delin- 
quent luxury taxes already collected amount to three 
times their total pay, with much larger sums still 
to be collected. 

On delinquent federal income taxes, about 600 
WPA workers are employed. In one year, ending 
this last January, nearly three and a quarter million 
dollars were found to be due the government, of 
which over two million dollars have been collected 
by the workers on the same project. These colle 
tions so far are not quite twice their total payroll. 
The work is unfinished and will continue. 

The third large federal project deals with delin- 
quent liquor taxes. Many erroneous returns have 
been unintentional, the result of misunderstanding 
of recent regulations. An educational campaign 
among liquor dealers is part of this project and it 1s 
not only reducing the proportion of erroneous re- 
turns, but gaining the hearty approval of the liquor 
dealers. Over 770,000 returns were examined last 
vear, and nearly 74,000 were found to be erroneous 
—almost 10 percent. 


The real property tax surveys are not federal but 
state and county and municipal undertakings. They 
are bringing in much needed money to hard pressed 
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states and localities, and are providing for the first 
time in many places the basis for an accurate system 
of tax assessment. 


Committee on Old-Age Security Studies 
Federal Contributory System 


LD-AGE benefits under the federal contribu- 

tory system should be broadened to include 
groups which are now omitted, according to conclu- 
sions reached by the Committee on Old-Age Security 
of the Twentieth Century Fund after a fifteen 
month study of the problem. The same committee 
voted two weeks ago to recommend financing the 
contributory pensions on a pay-as-you-go basis with 
at least partial future reliance on federal contribu- 
tions out of general tax revenues. 


The federal system as it now operates covers only 
slightly more than half of all gainfully occupied 
workers, the committee points out in an announce- 
ment that was issued in its behalf recently by the 
Fund’s office at 330 West 42nd Street. Since the 
contributory plan is restricted to employed persons, 
there is automatic exclusion of all employers, the 
self-employed, unpaid family workers—“most of 
them wives and mothers”—and independent profes- 
sional workers. These groups taken together, the 
committee declares, “represent roughly 25 per cent 
of the total number of those who spend a lifetime in 
useful work.” 


Moreover, the committee continues, even among 
employed persons about 9,500,000 salary and wage 
earners, or approximately 19 per cent of all the gain- 
fully employed, are not covered because they are en- 
gaged in occupations excluded under the Social 
Security Act. Among these the two largest groups 
are farm laborers and those in domestic and personal 
service who, together, number about 5,000,000. In 
addition the 1,500,000 persons in public service ex- 
clusive of education, and the 1,700,000 who are 
employed by religious, educational, charitable and 
other similar organizations are also excluded from 
the benefits of the Act. 

This situation, the committee 
warns, “will naturally lead to 
pressure from excluded groups to 
extend the coverage of the sys- 
tem,” if the benefits under the 
federal contributory program prove 
distinctly advantageous.” | The 
committee has therefore exam- 
ined in detail the circumstances 
relative to the respective groups 
which are now excluded. 

The “simplest cases” from an 
administrative standpoint, it finds, 
are those in public service and 
those in the employ of charitable, 
religious, educational and other 
non-profit organizations. Although 
constitutional and other legal diffi- 
culties confront the inclusion of 
both of these groups at present, 
the committee believes that solu- 
tions can be devised. 
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In the case of employees of states and municipali- 
ties, the federal government is constitutionally 
unable to tax their salaries. Neither can the federal 
government tax their employers,—the states and 
municipalities themselves. But, the committee 
points out, a plan could be set up whereby the states 
could elect to have their employees covered by the 
system, and it accordingly recommends that provi- 
sion be made to permit such action. For employees 
of states that did not so elect, the committee recom- 
mends protection through state and service retire- 
ment plans. 

For federal employees the committee advises that 
either the federal and service retirement provisions 
be broadened to include those not now covered, or 
that such employees be included within the federal 
old-age benefits plan. 

The case of employees of non-profit organizations 
is found to be somewhat similar because their salaries 
are legally taxable, even though certain difficulties 
are involved in imposing federal taxes on some or- 
ganizations of this type as employers. But since, 
in the committee’s view “there are no valid reasons 
for the exclusion” of such employees, it recommends 
“that immediate attempts be made to devise a pro- 
cedure through which contributions and payroll 
taxes for the specific purposes of the Social Security 
Act may be collected from charitable, religious, edu- 
cational and other organizations now excluded, and 
that the scope of the Act be extended to include 
employees of all such organizations.” 

Turning its attention to the possibility of including 
farm laborers and domestic workers, the committee 
finds “formidable difficulties of administration.” It 
recognizes that contributory insurance systems in 
several other countries have been extended to cover 
these groups. But, it declares, “the situation here is 
much more complicated and the task much greater 
than elsewhere.” ‘Then, after reviewing the obsta- 
cles, it concludes that “it is not feasible at this time 
to suggest the inclusion of agricultural workers” and 
that “it would probably be impossible to devise a 
practical plan for including the casual and part-time 
workers in the homes.” 
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A Practical Schedule for an Income Tax 
(Continued from page 390) 
Summary 


E MAY now briefly summarize the case for 
the proposals advocated in this drticle, as 
against current practice: 
1. The service-concept is the simplest concept 
and by far the most definite and unambiguous when 
practically applied. 


2. It articulates, as no other concept does, with 
the concept of capital, making the latter merely 
capitalized income. No other concept of income does 
this.* 

3. The various forms and applications of this con- 
cept, including social income, individual total net 
income, corporate income, psychic income, real in- 
come, income spent, net money income, taxable in- 
come, the various forms of gross income, and income 
from any designated sources whatever, all articulate 
with one another, making one consistent picture. 
This cannot be said of any other income concept 
whatsoever.** 

4. The service-concept harmonizes real income 
and total net income. But if savings, appreciations, 
or capital-gains were included as income (which 
cannot happen under the service-concept), the net 
total of the so-called income of John Smith would 
never (except by accident) give his true, real in- 
come. 

5. The inclusion of savings involves double count- 
ing and double taxation. 


6. This confusion is worse confounded (1) by 
treating as “taxable income” only “realized” capital 
gains instead of “accrued” capital gains; and (2) by 
including gains of former years as part of the “in- 
come” of the taxable year. 

7. The service-concept would, if adopted, afford 
more even-handed justice both to the taxpayer and 
to the Government, than can any other concept. 

8. It would result in less evasion and less con- 
troversy. 

9. No definition has ever been invented which 
does not collide with usage in some of its many and 
often inconsistent forms. But we may at least say 
that “taxable income,” as it is computed at present, 
offends the common sense of the layman far more 





* See Econometrica, especially page 9 

** See Econometrica, especially as to “psychic”? income, not here 
discussed. The numerical examples given earlier exhibit most of the 
other articulations. 
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than would the service (credit-debit) concept if it 
were employed as the tax base. 

In further reference to usage, it is suggested that 
the service-concept would become more obvious to 
the layman if, instead of the one word “income,” 
we were to use the longer expression “income after 
savings are taken out.” True, the added words are 
tautological if we adopt the service-concept; but for 
that very reason they are harmless; and they put 
the concept in almost perfect accord with usage. 


If, to this “income after savings are taken out,’ 
we add savings, the resulting sum may, if desired, 
be called “income before savings are taken out.” 
But it is, I think, better to call this greater magni- 
tude simply “earnings.” “Earnings” is an impor- 
tant magnitude, but it is not the primary one from 
which to derive the income-concept; for it consists 
of two basically unlike parts, one part being serv- 
ices less disservices, or credits less debits, and the 
other part being capital gain accrued within the tax- 
able year. Therefore, any one who tries to reverse 
the order of building up his concepts and to define 
earnings first and “income” afterwards (as “earn- 
ings less savings’), will find it impossible to take the 
first of these two steps. If anyone contests this, let 
him try his hand at building up such concepts.} Its 
impossibility is the fundamental reason why “earn- 
ings” do not afford a satisfactory tax base. 


By far the nearest approach to the proposal here 
made was the bill (H. R. 7858) for a “spendings 
tax introduced into Congress on July 20, 1931 by 
the Hon. Ogden L. Mills, then a member of the 
House of Representatives and afterward Secretary 
of the Treasury. 


There never was a time when so much interest 
has been expressed, in and out of Congress, in the 
theory of income and income taxation as at present. 
It is altogether likely that some important changes 
will soon be made. This article is written in the 
hope of helping forward what I believe to be the 
complete solution. 


+ The nearest approach to success is probably Professor Haig’s ‘“‘ac- 
cretion of economic power.’”” But this vague phrase hides the dual 
character of the “accretion.”” One part is, of course, capital-gain o1 
the increase in the capitalization of something. This something can- 
not itself be ‘economic power” including capital-gain. It can only 
be service-income, the true basis of all capital and capital- -gain. More- 
over, applied to working power (which is the major part of “‘econom ic 
power”), capital-gain is usually negative. That is. a workman’s capi ital 
value decreases with age. Literally apnlied, therefore. Professor H*": 
definition would make out most people’s income to be negative! The 
“accretion concept” is applicable only to corporate and property ac 
counting, having a norm of unimpaired capital. The norm for meas 
uring workmen’s earnings and savings is different. This and othe 
difficulties are discussed in the Econometrica monograph. 





The Undistributed Profits Tax 
(Continued from page 397) 


cash dividends will be distributed more liberally by 
corporations which lack clearly attractive uses for 
additional capital; and that growing corporations 
will be able to meet their additional capital needs 
without incurring liability for high surtaxes by dis- 
tributing earnings in the form of securities, or by 
recouping cash dividend disbursements by the more 


frequent offering of additional shares to their stock- 
holders, as well as by the use of the capital markets 
generally. And, finally, I believe that the adjust- 
ment of our income-tax structure to the facts under- 
lying the corporate fiction, through the taxation o! 
undistributed corporate earnings, goes far to remove 
previously existing inequalities in taxation and yet 
preserves the essential uses of the corporate form 
of business organization. 
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Distinction Between Salesmen, Agents 
and Independent Contractors 
(Continued from page 412) 


Other Questions Concerning 
Salesmen and Agents 


N ADDITION to the twenty-one questions in- 

cluded in the California questionnaire, the follow- 
ing questions are of particular importance in the 
cases of salesmen, agents, manufacturers’ representa- 
tives, and other special representatives: 

1. Does the worker use the premises of the company 
as the base of his work or selling activities, or does he 
maintain his own place of business? 

2. What control or direction does the company have 
the right to exercise over the business or activities of the 
worker? : 

3. Whose business is conducted by the worker, his own 
or the company’s? 


4. Whose customers are served or contacted by the 
worker, his own or the company’s? ‘ : 
5. Who pays for the advertising and other selling costs? 


6. Who assumes the credit risks of the business in which 
the worker is engaged? 


7. Whose capital is employed in the business in which 
the worker is engaged? 


8. What is the legal position of the worker in relation 
to the business? Is he the owner? 


9. What is the status of the worker under the Work- 
men’s Compensation Act? 


Contracts 


ONTRACTS usually are accepted by the courts 
as prima facie evidence of the situations to 
which they relate, but it is not at all certain that 
the Bureau of Internal Revenue will accord to con- 
tracts the same respect which is generally given to 
them by the courts. One thing is certain: A con- 
tract which designates an individual as an independ- 
ent contractor does not make him such, in the 
contemplation of the Social Security Act, if his 
services are subject to the control of the other party 
to the agreement both as to what shall be done and 
the manner in which the services shall be performed. 
This fact may come as a shock to some employers 
who have relied upon written contracts to establish 
the status of some of their representatives and agents 
as independent contractors. 

Contracts entered into in good faith and which 
by their terms clearly establish the independent con- 
tractor status may prove to be valuable as evidence 
of that relationship. Any such contracts which may 
be lacking in bona fides; or which fail clearly to 
express the substance of the situation existing be- 
tween the contracting parties, will undoubtedly 
prove to be a futile means of tax avoidance.’® 

The problem of distinguishing between what serv- 
ices shall be performed and the manner in which 
services shall be performed is not avoided by the 
use of a written contract. The value of written 
contracts, from the tax standpoint, is limited to their 
value as evidence of the relationship established 
thereby. 

Employers who have entered into written con- 
tracts with their salesmen, agents, and representa- 
In this connection, see United States v. Phellis, 257 U. S. 156: 
McCaskill Co. v. United States, 216 U. S. 504; Newspaper Printing Com- 


pany v. Commissioner, 56 Fed. (2d). 125, and many other decisions in 
income tax cases. 
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tives in the hope that such contracts may prove a 
legitimate means of tax avoidance may some day be 
surprised to find that the Commissioner will hold 
that the contracts as drawn permit the taxpayer to 
retain control over the employees, the right to dis- 
charge, and other rights commonly characteristic 
of employers, and that the employer is subject to 
the tax. The employer would, in that eventuality, 
be confronted with the necessity of proving the 
relationship established by the contract to be that 
of independent contractors, or be faced with the un- 
pleasant alternative of paying whatever amount of 


July, 1937 


taxes the Commissioner might allege to be due. 
The prospect of this situation arising at some future 
time makes it advisable that all contracts for the 
performances of services should be carefully ex- 
amined in the light of the suggestions which have 
been made above for distiriguishing between employees 
and independent contractors, and in the light of the 
facts attending each particular situation. The bur- 
den of proof of the relationship established by a 
particular contract would fall upon the employer, 
that is, the taxpayer to whom the Government would 
look for payment of the tax. 
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nates, nearly all homestead valuations will be wiped 
off the tax rolls. It is expected that the purchase 
of homes by tenants will be stimulated thereby.” 


Size of Exemption 


LOW amount of exemption will be of con- 

siderable asistance to poor home owners, but 
a moderately sized exemption, about $1,000, was 
found to be the most beneficial to those of moder- 
ate means. 


In Oklahoma, an exemption of $1,000 will make 
over 90% of all homesteads in poorer counties and 
in the tenancy areas totally tax exempt. 


Shifting Ownerships 


F OTHER states follow the lead of Florida and 

give purchasers under contract the right to claim 
homestead exemption, a shift in ownership probably 
will occur. If this shifting of titles takes place, a 
continual decrease in revenue must be expected for 
some time to come until all tenant-occupied homes 
have become owner-occupied. If the desired result 
is accomplished, there will then be a larger body of 
tax exempt property than ever before. 


In the course of the Utah survey it was found 
that several parcels of land in the same or different 
sections were under a common ownership. In order 
to secure the greatest benefits under exemption 
laws, many owners will break up their multiple 
holdings and distribute them among the members 
of their families, thus giving each of them a home- 
stead. Transfers for tax evasion purposes are to be 
expected and are difficult to control even though 
such action is made a felony.** 


Inclusion of Personal Property 


F PERSONAL property is included in the home- 
stead exemption the percentage of revenue lost 
will rise at once. Household furnishings are already 
exempt from taxation in thirty-four states in 
amounts ranging from $25 in Minnesota to $1,000 
in Tennessee. If this exemption were extended to 
all types of personal property, including machinery, 
mortgages, bank deposits and mercantile stocks, the 
: 23 Pages 10-22, Oklahoma Report. 
*4 Pages 3 and 4, Utah Report supra. 


loss ratio naturally would be greater than under the 
present limited definition.”° 


Retirement of Outstanding Obligations 


7O STATE can exempt homesteads from taxes 
levied for payment of principal or interest on 
governmental debts outstanding at the time the ex- 
emption law goes into force. This rule is expressly 
incorporated in several of the homestead exemption 
laws but originates in the provision of the Federal 
Constitution forbidding the enactment of state laws 
which will impair the obligation of contracts. When 
these debts are retired, homesteads really will be 
completely free from all taxation.” 


Assessment Practices 


T THE present time there are no uniform stand- 
ards for the assessment of real property in the 
United States. Each state has its own method and 
although many state constitutions require assess 
ments to be made on the basis of “full, fair cash 
value,” the common practice is to assess realty at 
amounts ranging from 20% to 40% of full value. 
If assessing officials generously raise the valuation 
on homesteads so as to give homeowners the full 
benefit of the exemption laws, a greater loss is to 
be expected than if the present practice is continued. 
The same result will follow if assessed valu- 
ations are raised beyond the amount of the exemp- 
tion. While the valuation in excess of the homestead 
will be taxable, it is likely that in some communities 
this gain in revenue will be offset by increased losses 
due to raising homestead valuation. 


Conclusion 


OW that the practical effect of homestead ex- 

emptions and the factors governing probable 
revenue losses have been reviewed, the next step is 
to consider the legislative history and present legal 
status of homestead exemption laws. This will be 
done in the second portion of this article. Conflict- 
ing viewpoints and opinions concerning the social 
desirability of homestead exemptions will be con- 
sidered in the third portion of this article. 


(To be continued) 


2 Bulletin No. 12, revised. Nat. Assn. of Assessing Officers, April 1. 
1936. 

76 The law on this point will be discussed in the second portion o! 
this article. 
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